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THE DEEPWATER DRILLING MORATORIUM:
A SECOND ECONOMIC DISASTER FOR SMALL
BUSINESSES?

TUESDAY, JULY 27, 2010

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The Committee met, pursuant to notice, at 10:08 a.m., in Room
SD-106, Dirksen Senate Office Building, Hon. Mary L. Landrieu
(chair of the committee) presiding.

Present: Senators Landrieu, Vitter, Thune, and Wicker.

OPENING STATEMENT OF HON. MARY L. LANDRIEU, CHAIR,
AND A U.S. SENATOR FROM LOUISIANA

Chair LANDRIEU. Good morning. If the witnesses would take
their seats, thank you so much.

I appreciate everyone joining us for this very important hearing
today. Ranking Member Snowe will be joining us in a few minutes,
and when she gets here, I will recognize her for her opening state-
ment. Then as members arrive, we will go into a line of questioning
after our first panel and after our second panel, and each member
will be allowed 5 minutes of questioning. We have about 2 hours
set aside for this hearing, and I am very pleased to be able to call
this hearing as Chair of this Committee. It is the first hearing con-
ducted in Congress on the moratorium itself, which in the view of
many of us that represent the Gulf Coast might be a greater eco-
nomic disaster than the spill itself, which is what precipitated the
calling of this meeting.

Tomorrow will be the 100th day since 11 men perished on the
Deepwater Horizon—and, Senator Vitter, as I said, when Senator
Snowe comes, she will be able to give an opening statement, and
then members will get 5 minutes of questioning for rounds.

Tomorrow will be the 100th day since 11 men perished on the
Deepwater Horizon drilling rig. First, the explosion that took the
lives of those workers sent millions of barrels of oil spewing into
the Gulf and onto our shores and into our marshes. Although this
is not the subject of today’s hearing, determining an official calcula-
tion of the amount of oil will be extremely important to assess the
billions of dollars of penalties that will be leveled on BP.

Second, the uninformed and heavy hand of the Federal Govern-
ment reacted to this tragedy by halting all drilling activity in the
Gulf for more than 30 days and canceled the western Gulf leases,
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which were scheduled to be leased or offered for bid in August.
While some very limited shallow-water drilling has been allowed to
move forward, all deepwater drilling has been brought to a com-
plete standstill for an indefinite period of time. In fact, we checked
this morning, and not one new shallow-water permit, I believe, has
been issued since this action was taken, and it is not officially
under a moratorium.

This decision to halt all new energy production in the Gulf of
Mexico appears to have been made in an uninformed manner and,
in my view, borders on reckless. As a result, thousands of Gulf
Coast businesses are confronting a second economic disaster that
not only threatens jobs and businesses—those businesses include
oil and gas fuel service organizations, transportation organizations,
and machinery companies—but it also threatens a way of life just
as surely as the BP oil slick does, and perhaps even more.

The Administration’s decision to halt drilling activity did more
than threaten the livelihood of thousands of rig workers and oil
and gas service crews; it drastically reduced the amount of eco-
nomic activity taking place in the Gulf Coast states of Louisiana,
Texas, Mississippi, and Alabama.

While we are here today to talk about the moratorium’s economic
impact on small business and the economy in the region, we cannot
ignore its consequences on our environment internationally and on
national security. This Administration seems to be ignoring the fact
that this action has actually increased environmental risk, and I
will explain.

The fact remains that America consumes 20 million barrels of oil
a day. That is what our economy needs to function. So by stopping
new drilling here at home, the U.S. will tragically increase exports
from other countries who have less environmental standards, coun-
tries like Egypt, Nigeria, Angola, and Venezuela and have less
pressure, I might say, to keep our oceans clean and beautiful. So
this begs the question. By stopping drilling in the Gulf, are we
helping the environment or harming it? I believe we are actually
harming it.

The impact of the moratorium on national security is even
starker. Obviously, a barrel not produced here is a barrel of oil that
is vulnerable to geopolitical decisions outside of U.S. control. Most
of us in this room are old enough to remember the OPEC embargo.
That is not something I think Americans would care to repeat.

Increasing our dependence on foreign oil has direct ramifications
on our national security. Consider this: When oil prices spiked in
2008, Americans transferred nearly $700 billion overseas to pay
our fuel bill during the price spike. About $400 billion went to
OPEC countries. That transfer of U.S. dollars occurred in just one
year, and that is when the Gulf was producing. We must get the
Gulf of Mexico back producing for national security, for our envi-
ronmental, and for small businesses, which is the subject of this
hearing, along the Gulf.

So today our hearing is intended to address the economic impacts
of this moratorium on Gulf Coast small businesses. To be clear, my
concern here is not for major oil companies like Shell or Exxon or
BP. That will be the subject of many other hearings. We want to
focus on the impacts of this moratorium to small business. If big
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oil companies are prevented from producing here, they will simply
transfer their capital to other countries, as I mentioned before. But
the jobs that used to be based in America, many of them hired and
employed by small businesses along the Gulf, will be devastated.

I think it is noteworthy that the Administration was forced to re-
vise its earlier ban this month after a Federal court decision ruled
that its basis was not solid. As one of the first Senators calling for
a full investigation into this accident and demanding more effective
regulations, I share the Administration’s goal of a safer oil and gas
industry, not their method to achieve that.

Louisiana’s coastline is a working coast, bringing the country an
abundance of seafood, energy, navigation assets, and much more
through the mighty Mississippi River and the delta that it created.
As residents of this working coast, no one wants drilling to be more
safe than we do. No one wants the water to be more clean than
we do. We have conducted these industries in balance for literally
more than four decades, and we intend to continue that good bal-
ance into the future.

But we also know that our ability to recover from this oil spill
and any hope of a prosperous future depends on a robust plan to
continue exploring and developing the abundant oil and gas re-
serves off of our coast. We know full well what prolonged suspen-
sion of deepwater drilling until November 30th, or longer, will
mean for hundreds of oil service companies and other businesses.
It will mean economic disaster.

While the Administration has left open the possibility to resume
drilling operations, it does not seem to be happening in the shallow
water today, and there is no date certain for deepwater drilling in
the future. For Louisiana alone, that puts some 330,000 people who
earn a living in the oil and gas industry at risk.

Our Federal Government has a responsibility, particularly in
these difficult times, to make sure that their paychecks will not
turn into pink slips. With our nation hopefully on the verge of an
economic recovery, the last thing we need to do is to throw a
wrench in the recovery that is underway on the Gulf Coast.

I note for the record that on Wednesday, July 21st, I invited Dr.
Christina Romer, Chair of the President’s Economic Advisers, to
testify before this Committee to provide the Administration’s per-
spective and its own economic analysis in support of the morato-
rium. Unfortunately, the Administration was unwilling to provide
a witness for today’s hearing. So yesterday I spoke to Dr. Romer
personally, and she indicated the Administration does not currently
have the economic impact data, which is very disappointing to
learn.

It is my understanding that such a review has been initiated,
however, which is encouraging, and with that in mind, I sent a let-
ter to President Obama yesterday announcing my intention to hold
another hearing no later than September 16th where the Adminis-
tration will submit their analysis and will provide testimony to this
Committee regarding this moratorium.

It is my sincere hope that this moratorium will be lifted by that
time, but if not, I look forward and the people that I represent will
look forward to that testimony.
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Consider what we know today. Idling the deepwater rigs that
were permitted to drill in the deepwater Gulf will immediately im-
pact as many as 46,000 crewmen, deckhands, engineers, welders,
ROV operators, caterers, helicopter pilots, and others who operate
these service vessels. I have said in speech after speech, to try to
paint this picture as clearly as I can to other Americans, it would
be like laying off every firefighter and every police officer in Ala-
bama, Mississippi, and Louisiana.

Dun & Bradstreet researchers who will testify at today’s hearing
have prepared a preliminary analysis that shows 2,828 Louisiana
small businesses will be affected by this moratorium, and it will
not be just businesses in coastal communities. In fact, Dun & Brad-
street found that nearly 700 of these businesses are located in cen-
tral and north Louisiana, and that is just the impact to Louisiana.
Neighboring states will also be impacted, particularly Texas.

For example, the International Association of Drilling Contrac-
tors has found that 46,000 jobs are at immediate risk in 296 con-
gressional districts. That is, 68 percent of all congressional districts
will be negatively impacted by this near reckless decision. In addi-
tion, according to the Gulf Economic Survival Team, led by our
Lieutenant Governor, Scott Angelle, long-term job losses in Lou-
isiana could reach 120,000 by 2014.

While Gulf waters may be clouded by oil in some places, the data
against the moratorium is crystal clear. We cannot close down the
offshore oil and gas sector without devastating economic impacts to
our region. These are businesses like Laborde Marine, a family-
owned business headquartered in New Orleans. In the late 1950s,
Mr. Laborde pioneered innovations that would revolutionize the off-
shore service vessel industry. Today the company owns and oper-
ates 21 vessels, all built in U.S. shipyards, and employs more than
300 people with a $14 million annual payroll. They invested over
$150 million to build or acquire this fleet. The moratorium is essen-
tially telling them to park their vessels for 6 months. For this com-
pany to move internationally, they would have to compete with ves-
sels built in foreign shipyards at much lower cost and often sub-
sidized by foreign governments. This is grossly unfair.

This moratorium will also affect many small businesses that
have indirect relationships to the offshore industry, as Young’s
Grocery Store in Intracoastal City, Louisiana, can testify. Owner
Scott Young says that his store has been supplying boats and pro-
duction rigs with food for 12 years. Of the moratorium, Scott says,
“It will be a disaster I was not prepared for, one I cannot prepare
for.”

I would also note that it is not just Louisiana’s economy and jobs
at stake. This oil service company employs people all along the
Gulf Coast and throughout our nation. Consider Broadpoint, a 27-
year-old company with 100 employees, based throughout the Gulf
Coast, with their headquarters are in Houston. Their operations
are 99 percent directly related to providing telecommunications
services in the Gulf through satellites. Reliable communication is
essential for the health and safety of individuals in the Gulf, but
Broadpoint will be struggling to keep their employees on board if
this moratorium lasts much longer.



5

Our hearing today is to learn more about how small businesses
are being devastated by this moratorium. Our hearing today is to
get testimony onto the record about the ill-conceived and heavy-
handed action of the Federal Government. It does not meet our en-
vironmental needs; it does not meet our national security needs;
and, it most certainly does not meet our economic needs. It fails
every test.

I believe this Congress needs to hear these stories of small busi-
nesses impacted throughout the nation that will be decimated if
this moratorium continues. I am committed and the members of
the Gulf Coast are committed to do everything we can to get this
message out so that some relief can be put into place.

If the Gulf Coast is going to recover from this nightmare, it will
be because of the health and production of coastal Main Street
small businesses that support the production of energy that fuels
our nation. We cannot continue to support a policy that will put
them out of business.

[The prepared statement of Chair Landrieu follows:]



SENATE COMMITTEE ON
SMALL BUSINESS AND ENTREPRENEURSHIP
Senator Mary L. Landrieu, Chair

Opening Statement for
Hearing entitled: “The Deepwater Drilling Moratorium: A Second
Economic Disaster for Small Businesses”
July 27,2010 at 10:00 a.m.
Room 106 of the Dirksen Senate Office Building

(As prepared for delivery)

1 thank everyone for joining us today for this very important hearing. 99 days have passed since
11 men perished on the Deepwater Horizon oil rig. The night of April 20th changed the Guif
forever. First, the explosion that took the lives of those workers sent miilions upon millions of
barrels of oil spewing into the Guif. Second, the heavy hand of United States Government reacted to
this tragedy by stopping all drilling activities in the Gulf. While some very limited shallow water
drilling has been allowed to move forward, all deepwater drilling has been brought to a complete
standstill for an indefinite period.

I’m sorry to say that the decision to stop energy exploration in the Gulf of Mexico appears to
have been made in an uninformed, almost reckless, manner. As a result, Guif Coast businesses are
confronting a second economic disaster that threatens our way of life just, as surely as the massive
BP oil slick does ~ perhaps more. The Administration’s decision to halt drilling activity did more
than threaten the livelihoods of thousands of rig workers and oil service crews; it drastically reduced
the total amount of economic activity taking place in Louisiana, Texas, Mississippi, and Alabama.

While we are here today to talk about the moratorium’s economic impact on small businesses
and the economy, we cannot ignore its consequences on our environment and national security. The
Administration seems to have turned a blind eye to the increased environmental risks associated with
shutting off new domestic offshore production. The fact remains that America’s consumes 20 million
barrels of oil a day, and this oil is needed to supply small businesses with the resources needed to
deliver the products and services that fuel our economy. By stopping new drilling here, the U.S.
simply exports our oil production to foreign countries like Egypt, Nigeria and Venezuela that do not
have the safety standards or political will to protect the world’s oceans. We must ask ourselves: Is
that the environmental solution the U.S. wants to advocate?

To be clear, my concern here is not for the big oil companies. They may lose some money, but
they will largely be fine and their workers mostly untouched by this decision. But thousands of
businesses will not be so lucky. Today, we will hear from affected small business owners across the
Gulf Coast to get a sense of this problem.



Page 2

I think it is noteworthy that the Administration was forced to revise its ban earlier this month
after a Federal court decision ruled that the moratorium on all deepwater drilling was “arbitrary and
capacious.” Thousands of business owners across the Guif angrily agree.

As one of the first Senators to call for a full investigation into the accident and demand more
effective regulations, I share the Administration’s goal of a safer oil and gas industry. Louisiana’s
coastline is a working coast — bringing the country seafood, energy, and much more through the
mouth of the mighty Mississippi River. As residents of this working coast, we want this drilling to
be safe. But we also know that our ability to recover from this oil spill and any hope for a
prosperous future depends on a robust plan to explore and develop the oil and gas reserves off our
coast.

We know full well what a prolonged suspension of deepwater driiling until November 30th —
or longer — will mean for hundreds of oil service companies and other small businesses. And while
the Administration has left open the possibility to resume drilling operations sooner, Gulf Coast
businesses lack the certainty they need to move forward with future plans. In Louisiana alone, some
330,000 people earn a living in the oif and gas industry. Our Federai government has a responsibility
to assure them that their paychecks will not turn into pink slips. With our nation on the verge of an
economic recovery, the last thing we need to do is cripple the very small businesses that will lead our
nation out of this recession.

Unfortunately, it appears the Administration ignored data provided by professors at Louisiana
State University, by business experts at Moody’s and Dun and Bradstreet, and by industry experts at
Cambridge Energy Research Associates. Worse yet, the Administration has imposed this moratorium
without ever conducting its own analysis of the economic impacts of their decision.

I note for the Record that on July 21, 2010, I invited Dr. Christina Romer, Chair of the
President’s Council of Economic Advisers to testify before this committee to provide the
Administration’s perspective and its own economic analysis in support of maintaining the
moratorium. Unfortunately, the Administration was unable to provide a witness for today’s hearing.
Yesterday, | spoke to Dr. Romer about this issue and she indicated the Administration does not
currently have economic impact data. It is my understanding that such a review has been initiated, at
the urging of this committee. With that in mind, I sent a letter to President Obama yesterday
announcing my intention to hold another hearing no later than September 16th, where the
Administration will submit their analysis and provide testimony, It is my sincere hope that the
moratorium will be lifted by that time. If not, the Administration will come before our committee
and provide justification for why the moratorium is still in place.
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Consider what we know today: idling the deepwater rigs that were permitted to drill in the
deepwater Guif will immediately impact employment for as many as 46,000 crewmen, deck hands,
engineers, welders, ROV operators, caterers, helicopter pilots, and others who operate and service
these vessels. As I have said many times, that is the equivalent of laying off every firefighter and
police officer in Louisiana, Alabama and Mississippi!

Dun & Bradstreet researchers, who will be testifying at today’s hearing, have prepared a
preliminary analysis that shows that 2,828 Louisiana businesses will be affected by the moratorium.
And it will not be just businesses in coastal communities. In fact, Dun & Bradstreet found that nearly
700 of these businesses are located in central and north Louisiana. That is just the impact to
Louisiana - neighboring states will also be impacted. For example, the International Association of
Drilling Contractors has found that the 46,000 jobs that are at immediate risk are found in 296
Congressional Districts. That is 68 percent of all districts.

In addition, according to the Gulf Economic Survival Team, long-term job loss in Louisiana
could reach 120,000 by 2014, While Gulf waters may be clouded by oil, the data against the
moratorium is crystal clear: we cannot close down the offshore oil and gas sector without devastating
economic impacts.

But, this debate is not just about unemployment numbers and bottom lines for small
businesses. And it is not about Big Oil — the Exxons, the BPs, the Chevrons, and the Shells. This
moratorium is about real people — the dock worker from Houma, accountant from Houston, welder
from Morgan City, and truck driver from Lake Charles.

Many of these hard-working men and women are living the American Dream -~ they have
built businesses with their innovation and their sweat and experience. They have invested their life
savings to expand their business, hire more employees and stay competitive in this global economy,
all with the assumption that the Gulf Coast would be open for business and our nation committed to
producing more oil and gas domestically, not less. All of that is at risk if this deepwater moratorium
goes on unti{ November 30th or perhaps even longer.

These are businesses like Laborde Marine, a family-owned business headquartered in New
Orleans. In the 1950s, Laborde pioneered innovations that would revolutionize the offshore service
vessel industry. Today, the company owns and operates 21 vessels, all built in U.S. shipyards; and
employs more than 300 people with a $14 million annual payroll. They invested over $150 million
to build or acquire this fleet. The moratorium is essentially telling them to “park” their vessels for
six months. For Laborde to move internationally, they would have to compete with vessels built in
foreign ship yards at a much lower cost and often subsidized by foreign governments.
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This moratorium will also affect many smail businesses that have no oil and gas industry
expertise, small businesses such as Young’s Grocery Store in Intracoastal City, Louisiana. Owner
Scott Young says that his store has been supplying boats and production rigs with food for 12 years.
Of the moratorium, Scott says “It will be a disaster. I cannot prepare for it.”

1 would also note that it isn’t just Louisiana’s economy and jobs at stake. This oil service
companies employ people all along the Gulf Coast and throughout our nation. Consider Broadpoint,
a 27-year-old company with a 100 employees based along the Gulf Coast with its headquarters in
Houston. Their operations are 99% directly related to providing telecommunication services in the
Gulf of Mexico through satellite communications. Reliable communications is essential for the
health and safety of individuals in the Gulf of Mexico, but Broadpoint will struggle to keep their
employees on board if the moratorium persists.

Our hearing today is to leamn more about businesses like Broadpoint and Young® Grocery
Store. 1 believe this Congress needs to hear the stories of these small businesses and others
throughout this nation who will be desimated by the Administration’s moratorium. If the Guif Coast
is going to recover from this horrible nightmare, it will be because of the health and production of
Main Street businesses that support the production of the energy that fuels our nation. We cannot
continue a policy that will ultimately put them out of business.
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Chair LANDRIEU. I will recognize Senator Snowe when she ar-
rives. Let us go to our witnesses, and I will allow you, Senator, to
testify during your time, which the two of us will have plenty of
time.

Let us start with Mr. Treese until I can get a letter. Mr. Treese,
go ahead.

STATEMENT OF ETHAN TREESE, VICE PRESIDENT, FEDERAL
GOVERNMENT SOLUTIONS, DUN & BRADSTREET

Mr. TREESE. I would like to thank Madam Chair Landrieu,
Ranking Member Snowe, and the Committee members for the op-
portunity to testify today.

Dun & Bradstreet (D&B) has been the leading provider of busi-
ness information and insight since 1841. We maintain a global
database of over 169 million businesses, ranging from sole propri-
etors to the largest multinational corporations. Through our
DUNSRight Quality Assurance Process, we collect information
from more than 20,000 sources, including public record sources,
third parties, and business owners themselves. We have more than
23 million active U.S. businesses in our database and update our
database about 2 million times a day to help ensure its accuracy,
timeliness, and completeness. We serve as a trusted business part-
ner for 95 percent of Fortune 1000 companies, all 15 Cabinet-level
departments, most independent agencies, as well as state and local
governments who use our information for business verification, risk
assessment, and for custom analyses.

D&B provides its customers with insights about businesses, in-
cluding those that may be impacted by crises. For example, fol-
lowing Katrina, D&B helped both private and public sector cus-
tomers assess the impact on businesses in the coastal areas in Lou-
isiana, Mississippi, and Florida. In the 12 months after Katrina, we
found that 15,670, or roughly 5 percent, of the 319,000 businesses
we looked at in the impacted areas went out of business, resulting
in the loss of roughly 89,000 jobs.

Following the Deepwater Horizon oil spill, we conducted analyses
on the potential business impact. We have since shared our find-
ings with both public and private sector organizations, as well as
Members of Congress.

Our first analysis profiled businesses in the five Gulf Coast
states by industry and number of employees to identify those in-
dustries most likely to be impacted by the oil spill. We determined
the oil spill could potentially affect 7.3 million businesses. We fur-
ther analyzed the top 50 industries and found that eating places,
repair services, gift and novelty shops, hotel/motel, and gasoline
service station industries had the highest numbers of businesses
and employees that could be impacted.

Our second analysis, which is our topic today, focused on the po-
tential economic impact a drilling moratorium could have on small
businesses located in the five Gulf states. We first identified indus-
try classifications related to the oil and gas industries, concen-
trating particularly on oil and gas exploration services, field serv-
ices and field machinery, as well as air transportation. We then
looked specifically at those businesses that met the Small Business
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Administration definition of a small business. Our high-level find-
ings are as follows:

There are at least 16,580 businesses in the five Gulf states that
could be impacted by a moratorium in the industries I described.

Approximately 98 percent of these businesses meet the definition
of a small business, with 85 percent of these businesses having
fewer than 10 employees.

Six hundred sixty-seven of these small businesses are classified
as woman-owned, minority-owned, or veteran-owned and 97 per-
cent of these small businesses are U.S.-owned businesses.

These small businesses employ 153,502 individuals, with over 95
percent of them located in Texas and Louisiana, as shown on the
chart.

On average, these small businesses have been in operation for 16
years, but we also found that roughly 2,000 of these businesses, or
about 13 percent, were established within the last 5 years, which
puts them at an even greater risk for failure since newer busi-
nesses tend to fail at a higher rate than more established ones.

When we look at the potential impact of a drilling moratorium
from a geographic perspective, we see that:

The distribution of small businesses at the state level, as the
chart shows, is as follows: 12,140 in Texas; of particular interest
to you, Senators Landrieu and Vitter, there are 2,831 in Louisiana;
579 in Florida; there are 487 in Mississippi; and 191 in Alabama.

Only 27 percent of these small businesses, as you rightly point
out, are located in coastal counties or parishes, while the other 73
percent are located inland, suggesting that a moratorium could be
felt more broadly throughout the Gulf states. Tuscaloosa County in
Alabama, Miami-Dade County in Florida, Lafayette Parish in Lou-
isiana, Jones County in Mississippi, and Harris County in Texas
may be disproportionately affected.

In Lafayette Parish alone, as you rightly point out, there are 780
businesses employing close to 10,500 people that could be impacted.

Now, while our analysis to date has focused on a finite number
of industries within the five Gulf states, it is both prudent and rea-
sonable to assume that there is an element of contagious risk
which may extend beyond these industries. It is equally prudent to
assume that this risk may extend beyond the five Gulf States and
may impact small businesses throughout the country.

In summary, D&B information and services are always available
to the Committee, Congress, and others that can utilize this infor-
mation to make policy decisions surrounding the drilling morato-
rium, the claims handling process, or other areas where sound deci-
sions on policy can be achieved through the use of trusted informa-
tion and analysis.

I thank you for the opportunity to appear before the Committee,
and I look forward to responding to any questions you may have.

[The prepared statement of Mr. Treese follows:]
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I would like to thank Madame Chair Landrieu, Ranking Member Snowe and the

Committee members for the opportunity to testify today.

Dun & Bradstreet has been the leading provider of business information and
insight since 1841. We maintain a global database of over 169 million businesses,
ranging from sole proprietors to the largest multi-national corporations. Through
our DUNSRight® Quality Assurance Process, we collect information from more
than 20,000 sources, including public record sources, third parties, and business
owners themselves. We have more than 23 million active US businesses in our
database and update our database about 2 million times a day to help ensure its
accuracy, timeliness and completeness. We serve as a trusted business partner for
95% of Fortune 1000 companies, all 15 Cabinet-level Departments, most
independent agencies as well as state & local governments who use our

information for business verification, risk assessment and for custom analyses.

D&B provides its customers with insights about businesses, including those that
may be impacted by crises. For example, following Katrina, D&B helped both
private and public sector customers assess the impact on businesses in the coastal
areas in Louisiana, Mississippi and Florida. In the 12 months after Katrina, we
found that 15,670, or 4.9% of the 319,477 businesses in the impacted areas, went

out of business, resulting in the loss of 88,936 jobs.

Following the Deepwater Horizon Oil Spill, we conducted analyses on the
potential business impact. We have since shared our findings with both public and

private sector organizations, as well as members of Congress.

Our first analysis profiled businesses in the five Gulf Coast states (Alabama,
Florida, Louisiana, Mississippi, and Texas) by industry and number of employees

to identify those industries most likely to be impacted by the oil spill. We

)

D&B Written Testimony: july 27, 2010. The Deepwater Drilling Moratorium: A Second Econontic Disaster for Small Businesses?
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determined the oil spill could potentially affect 7.3 million businesses. We further
analyzed the top 50 industries and found that Eating Places, Repair Services,
Gift/Novelty Shop, Hotel/Motel, and Gasoline Service Station industries had the

highest numbers of businesses and employees that could be impacted.

Our second analysis focused on the potential economic impact a drilling
moratorium could have on small businesses located in the five Gulf States. We
first identified industry classifications related to the oil and gas industries,
concentrating particularly on oil and gas exploration services, field services and
field machinery, as well as air transportation (helicopters). We then looked
specifically at those businesses that met the Small Business Administration

definition of “small business”.
Our high-level findings are as follows:

¢ There are at least 16,580 businesses in the five Gulf States that could be
impacted by a moratorium

* Approximately 98% of these businesses meet the definition of “small
business”, with 85% of these businesses having fewer than 10 employees

* 667 (4.1%) of these small businesses are classified as Woman-Owned,
Minority-Owned, or Veteran-Owned and 97% of these small businesses are
US-owned

* These small businesses employ 153,502 individuals, with over 95% of them
located in Texas and Louisiana

¢ On average, these small businesses have been in operation for 16 years. But
we also found that 2,065 (12.7%) of these businesses were established
within the last five years, which puts them at even greater risk for failure,
since newer businesses tend to fail at a higher rate than more-established

ones

D&B Written Testimany: luly 27, 2010. The Deepwarter Drifling Moratorinm: A Second Economic Disaster for Small Businesses? 3
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When we look at the potential impact of a drilling moratorium from a

geographic perspective, we see that:

e The distribution of small businesses at the state level is as follows:
o 12,140 (74.8%) in Texas,
o 2,831 (17.4%) in Louisiana,
o 579 (3.6%) in Florida,
o 487 (3%) in Mississippi, and
o 191 (1.2%) in Alabama
e Only 27% of these small businesses are located in coastal counties or
parishes; while the other 73% are located inland, suggesting that a
moratorium could be felt more broadly throughout the Gulf States
e Tuscaloosa County in Alabama, Miami-Dade County in Florida, Lafayette
Parish in Louisiana, Jones County in Mississippi and Harris County in Texas
may be disproportionately affected
e In Lafayette Parish alone, 780 businesses employing close to 10,500 people

could be impacted

While our analysis to date has focused on a finite number of industries within the
five Gulf States, it is both prudent and reasonable to assume that there is an
element of contagious risk which may extend beyond these industries. It is equally
prudent to assume that this risk may extend beyond the five Gulf States and may

impact small businesses throughout the country.

In summary, D&B information and services are always available to the Committee,
Congress, and others that can utilize this information to make policy decisions

surrounding the drilling moratorium, the claims handling process or other areas

D&8 Written Testimony: iuly 27, 2010. The Deepwater Drifling Moratorium: A Second Economic Disaster for Simall Buyinesses? 4
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where sound decisions on policy can be achieved through the use of trusted

information and analysis.

I thank you for the opportunity to appear before the Committee and look forward

to responding to any questions you may have.

D&B Written Testimony: july 27, 2010. The Deepwater Drilling Moratorium: A Second Economic Disaster for Small Businesses” 5
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Chair LANDRIEU. Thank you very much, and I failed to introduce
you properly, and I ask for your apology.

I want you to understand that Mr. Treese oversees 60 govern-
ment specialists assisting Federal, State, and local agencies with
business verification, risk assessment, and custom analysis. We
really appreciate your testimony today. I think you added a depth
of insight that has been missing from the Congressional Record on
this subject, and we look forward to continuing to call upon you all
for objective and independent verification of the arguments that we
are trying to make, and we thank you very much.

Dr. Joseph Mason is Professor of Finance and Louisiana Bankers
Association Endowed Chair of Banking at Louisiana State Univer-
sity. Dr. Mason is also a Senior Fellow at the Wharton School. He
has consulted for and advised many Government agencies, research
institutions, and corporations. I look forward to hearing your testi-
mony.

And we have Don Briggs at the request of Senator Vitter and
myself, President of the Louisiana Oil & Gas Association. Mr.
Briggs is a native of Miami, Florida, a 1964 graduate of South-
western Louisiana. He began his career with Owen Drilling Com-
pany and has been with the industry for 45 years. Don will testify
on behalf of the thousands of businesses that are part of his asso-
ciation.

Mr. Mason.

STATEMENT OF JOSEPH R. MASON, HERMANN MOYSE, JR.
LOUISIANA BANKERS ASSOCIATION PROFESSOR OF FI-
NANCE, LOUISIANA STATE UNIVERSITY, AND SENIOR FEL-
LOW, WHARTON SCHOOL

Mr. MAsON. Thank you, Ms. Landrieu, Ranking Member Snowe,
members of the Committee, for inviting me to testify today on this
timely and important topic.

My study “The Economic Cost of a Moratorium on Offshore Oil
and Gas Exploration to the Gulf Region” was released last week—
and I would like to ask that it be included as part of my written
testimony for the record here today.

Chair LANDRIEU. Without objection.

Mr. MasoN. Thank you. It presents very conservative estimates
of the economic loss caused just by the moratorium, assuming no
expansion, assuming that it 1s lifted in November, and only affects
the 33 deepwater projects. But even by my conservative estimates,
the numbers are extremely large. Just the 6-month moratorium
alone can reasonably be expected to result in the loss of approxi-
mately $2.1 billion in Gulf Region output, 8,000 jobs, and about
$500 million in wages, and nearly $98 million in forfeited state tax
revenues in the Gulf Region.

The economic benefits to coastal and state communities from off-
shore drilling are substantial. Moreover, these offshore drilling ac-
tivities revolve around small businesses, and many smaller oil com-
panies will be crippled by this moratorium. The Wall Street Jour-
nal routinely reports that the oil industry in the Gulf of Mexico
was largely developed by relatively small oil and gas companies. In
the early 1990s, small players like Kerr-McGee, Ocean Energy, and
Unocal were acquiring acreage in deep water, and their finds
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helped prove the Gulf's worth to bigger brethren like Chevron,
Devon Energy Corp., and Anadarko, which later bought these suc-
cessful companies at a premium.

More recently, new generations of companies have started explor-
atory offshore businesses in the Gulf, and it is those new compa-
nies that are most at risk from the Administration’s policy. For ex-
ample, Cobalt International Energy is already experiencing delays
in its business because the “U.S. Government moratorium on drill-
ing would delay the planned drilling of an exploratory well in the
Gulf by at least those 6 months.”

In response, President Obama has asserted that the Small Busi-
ness Administration will be stepping in to help businesses by ap-
proving loans and allowing businesses to defer existing loan pay-
ments. The Administration seems to understand that businesses
will be hurt, but what they do not understand is that some Gulf
companies are already expressing worries that they have taken on
heavy debts after Katrina and may not be able to repay those
loans, much less take on additional loans.

Of course, the simple solution would be to withdraw the morato-
rium. Unfortunately, that is not being discussed. Instead, the ef-
fects of the moratorium reverberate. Table 5 from my paper reports
the total expected losses in employment from my study broken
down into job types. Of course, a sizable proportion of those losses
will occur in mining, about 26 percent. But a larger proportion of
job losses, approximately 38 percent, are in high-skilled fields such
as health care, real estate, and professional services, manufac-
turing, administration, finance, education, the arts, information,
and management. The region can reasonably be expected to lose
974 health care providers and 260 teachers. Nationwide, we will
lose about 1,270 health care providers and another 321 teachers.

While those employment and wage losses seem palatable on a
national scale, it important to remember the effects of this are pri-
marily local. Some communities’ job losses tied to the moratorium
may mean the difference between having a local hospital or a local
school or sending their children on a bus an hour and a half each
direction to attend a school in a different area.

As recently as March, the Administration was opening up the
OCS planning areas that are on the map—that I had on the easel,
but that is okay. Now they are talking about shutting those plan-
ning areas down. With each passing day, the moratorium costs the
Gulf Region more jobs. But the Administration has apparently only
begun to increase its hostility toward the sector. Some Members of
Congress are now proposing changes to the Tax Code that would
needlessly debilitate the oil and gas industry further, such pro-
posals that really do not support economic recovery, jobs, or energy
independence.

But whether it is financial or environmental regulatory policy,
regulators need to more effectively adapt to innovation and change.
The escalating rhetoric that we see from this disaster, therefore,
needs to be replaced with a clear direction for energy regulation.
Regulators, regardless of sector, need not only clear responsibility,
but clear unmitigated authority to act to investigate unfettered on
the basis of their own suspicions.
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The reason regulators require this kind of freedom is that they
are often investigating new technologies—drilling or financial tech-
nologies—that, because they are new, cannot be deemed safe or
risky beyond a substantial degree of error. Nonetheless, the error
has to be biased in the direction of the social and economic good.
That means we cannot just throw around moratoriums without eco-
nomic analysis.

Chair LANDRIEU. Can you take your 30 seconds to wrap up?

Mr. MAsoON. Yes. That also means that we cannot just rely upon
another application of the precautionary principle to address this
crisis.

Last, we have to accept that we are always going to have crises,
and we have to develop strategies to deal with those crises. We
need to be careful to set up incentives that reward those operating
safe platforms in this instance and punish those who did not. That
is, we need to be careful to preserve capitalism; we need to design
policy more intelligently so that it is not obviated by markets but
is instead magnified by market directions.

Thank you.

[The prepared statement of Mr. Mason follows:]
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Dr. Mason is Professor of Finance and the Hermann Moyse/Louisiana Bankers
Association Chair of Banking at the Qurso School of Business, Louisiana State
University and Senior Fellow at the Wharton School.

Dr. Mason’s academic research focuses primarily on financial and economic crises, investigating liquidity
in thinly-traded assets and illiquid market conditions. Current academie research projects analyze default
risk, including both immediate and cross-default risk, and default resolution costs in the contexts of asset-
backed securities, in systemic and non-systemic environments, as well as the efficacy of bailout and
resolution policies through the history of financial markets. His research has been published in the
Awmerican Economic Review, the Journal of Money, Credit, and Banking, the Journal of Banking and
Finance, and many other journals and books.

Dr. Mason has testified before numerous Congressional Committees, European Parliament, and the
Federal Reserve Board and advised companies, regulators, and central banks around the world on
structured finance and other matters. His research and economic commentary on securitization and
financial crises has appeared in print and on radio and television around the world.
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My testimony first describes some of the job loss numbers from my study, “The Economic
Cost of a Moratotium on Offshore Oil and Gas Exploration to the Guif Region,” released last week.
I then discuss some of the responses from Congress, beyond the moratorium. I conclude with some
observations about regulation and policy that can help craft meaningful approach to regulation,
whether in energy or financial services sectots.

I My Analysis of the Economic Cost of the Moratorium is a
Conservative Estimate of Loss

My study, “The Economic Cost of a Moratorium on Offshore Qil and Gas Exploration to
the Gulf Region,” released last weck and included here for the record presents a conservative
estimate of economic loss caused by the moratorium. Several scenarios could cause actual losses to
substantally exceed those offered there.

First, the analysis considers the loss to continue only for six months, followed by an
immediate retutn to normal operations. It is possible, however, that the moratorium and/or its
effects could last up to a year and half.! Until a final decision is made by the administration and the
courts, it is hard to predict the scope of the losses for the Gulf region. Thus, the losses could easily,
in fact, increase by a factor of 2 or 3.

Second, the initial investment stage in oil and natural gas extraction produces many
economic benefits. Tt is conceivable that some of these benefits will be deferred or simply lost as

projects are delayed or moved.” As discussed in the study, the effects could be particularly

1. A study by Morgan Stanley, for example, appears “confident that the ban will meaningfully exceed 6-months™
and of the affectcd floaters, at least “a portion of the 35 floaters will leave the region, as operators declare force
majeure.” The study continues that “the legislative process could take 9-18 months {and that] it could take even longer
for rigs to come back into the region after the ban is lifted.” Global Oil Services, Drilling & Equipment, Morgaa Stanley, Jun.
1, 2010, 1 (available at http://www.offshoremarine.org/images/stories/GOM. Drilling Moratorium 06 01 10.pd

2. Morgan Stanley “expect(s] a major supply/demaad imbalance as the 35 GOM floaters attempt to relocate
internationally, while an additional 30 un-contracted new builds exacerbate the issue. Subsea equipment companies are
likely to feel the after-burn, as their orders are a direct functon of deepwater drilling.” See Id.

2
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detrimental for smaller oil companies.” ATP Oil and Gas Corp., for example, “expected to see its
2010 production double to at least 12 million barrels of oil and gas but has now dropped its
guidance to between 9 million and 10 million.” Tt is challenging, however, to quantify this effect
accurately across the whole industry. Thus do not include investment loss in my analysis. This mcans
that T under-report the economic losses for communides in the Gulf and nationwide.

Third, if the end resuit of the moratorium is to place severe restrictions on offshore drilling
and production in the long-term, costs could increase to operators significantly. That could lead to
decreased operations, increased oil and natural gas prices, and the movement of operations to
cheaper locations. That would again impose significant economic hardship on communiries
throughout the Gulf region and the nation.

Last, refining also has significant benefits to the economies of the Gulf and the nation.
Again, it is difficult to determine the effect of the moratorium on refining capacity. It is reasonable
to assume that some capacity will be reduced as a result of stagnant oil and gas extraction, which
would further add to the cconomic hardship caused by the moratorium.

1L Offshore Oil Production Stimulates Diverse Onshore Economies

Offshore oil production benefits federal, state, and local onshore economies. Broadly
speaking, there are three “phases” of development that contribute to state economic growth: (1) the
initial explotation and development of offshore facilides; (2) the extracdon of oil reserves; and (3)
the refining of crude oil into finished petroleum products.

Businesses that support those phascs are prevalent in the Gulf of Mexico region. With
regard to the exploration and development stage, the U.S. shipbuilding industry, for example, has a

strong presence in the Gulf region and benefits significantly from initial offshore oil exploration

3. Angel Gonzalez, Stiffer Costs, Rules in Guif Will Squeeze Smaller Players, THE WALL STREET JOURNAL, Jun. 22,
2010 (available at hitp:/ /opline.wsj.com /article/SB10001424052748704256304575321104202428906 hemi) fhercinafier
Stiffer Costs, Rudes in Gulf].

4.1d
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efforts.” This early phase requites specialized exploration and drilling vessels, floating drilling rigs,
and miles and miles of steel pipe, as well as highly educated and specialized labor to staff the efforts.

Onshore personnel work on the oil extraction phase as well. A recent report prepared for
the U.S. Department of Energy indicates that Louisiana’s economy is “highly dependent on a wide
varety of industries that depend on offshore oil and gas production,”® and that offshore production
supports onshore production in the chemicals, platform fabrication, drilling services, transportation,
and gas processing industries.” Fleets of helicopters and U.S.-built vessels also supply offshore
facilities with a wide range of industrial and consumer goods, from industrial spare parts to
groceries.

The economic benefits produced by the refining phase are even more widespread than the
effects for the two preceding phases. Although capacity is latgely concentrated in California, inois,
New Jersey, Louisiana, Pennsylvania, Texas, and Washington, additional U.S. refining capacity exists
throughout the country. As a result, refinery jobs, wages, and tax revenues ate more likely to “spill-
over” into other areas of the country, even to non-coastal states like Illinois.

The economic benefits to coastal and state communities from offshore drilling are
substantial. The Associated Press reports that offshore workers from Louisiana, for example,

“frequently eam $50,000 a year ot more.”® One in three jobs in coastal Louisiana “is related to the

5. U.5. Department of Commerce, Bureau of Export Administration, U.S. Shipbuilding and Repair, National
Security Assessment (003-009-00719-4), at 9 (“In some niches, however, the United States currently has a significant
world market share based mostly on domestic sales. These niches include offshare oil platforms, yachts, fast patrol
boats, and recreational vessels,” a preponderance of which are produced in the Gulf Coast region).

6. Advanced Resources International, Inc., Basin Orented Strategies for CO2 Enhanced Oil Recovery: Offshore
Louisiana, Prepared for the U.S. Department of Energy, Mar. 2005, at EX-1.

7. Id. (“For example, Louisiana is the third largest consumer of natural gas in the U.S,, and a large number of
chemical industry jobs in Louisiana are highly dependent on the contnued availability of adequate volumes of
rooderately priced natural gas. Moreover, offshore oif and gas production operations support a vast spectrum of other
acdvities in the state, including platform fabrication, drilling and related services, offshore transport and helicopter
operations, and gas processing.”).

8. Cain Burdeau, Rxg workers job bunt after drili [mn ASSOCIATFD PRESS for MSNBC (June 18, 2010) (available at

: .msnbc. id bus 5
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oil and natural gas industry {and] many of the workers earn between $40,000 and $100,000 a year.””
Louisiana alone could lose up to 10,000 jobs in only a few months." The state of Louisiana
estimates that oil and gas production, primatily from the Gulf, supports $12.7 billion in household
earnings, “representing 15.4 percent of total Louisiana household earnings in 2005.""

The moratotium would put a halt to training new workers and cut jobs for workers already
employed within the offshore industry, Additionally, offshore workers that lose their jobs due to the
moratorium would receive only a fraction of their wages in unemployment benefits. This will
directly affect local businesses, many of which were already weakened by Hurricane Katrina in 2005
and Hurricane Gustav in 2008. Some companies in Louisiana, for example, are already worried that
after taking on “heavy debts after Hurricane Katrina [they] may not [be] able to take on additional
loans.”?

In response, President Obama asserted that the Small Business Administration “has stepped
in to help businesses by approving loans {and] allowing many to defer existing loan payments.”"
This demonstrates a key understanding by the current administration that small businesses in the
Guif will be hit significanty by the moratorium. It is unclear, however, whether new loans and
deferments will effectively mitigate the substantial losses taken by small businesses in the Gulf

region. Indeed, a far simpler solution would be to simply withdraw the moratorium and allow

businesses to operate normally.

9. Stephen C. Fehr, Gulf region fear long-term fiscal effects of oil disaster, STATELINE, Jun. 24, 2010 (available a1
reline.org/live/details/story?content]d=493859); Press Release, JUST THE FACTS: Drilling

/ s Impact on Louisiana’s Families and Economy, Government of Louisiana, Jun. 14, 2010 (available at
http:/ /emergency.fouisiana.gov/Releases /06142010 moratocium.himi) [hereinafier Just she Facts].

10. The projected employment loss forecasted by my analysis is lower that the estimates presented in this section.
The likely reason for this is that my assessment is conservative. For instance, 1 assume the period of loss from the
moratorium is only six months, while the Louisiana Department of Economic Development assumes that the period of
loss will be 12 to 18 months. Section V1, subsection I outlines some of the ways in which my analysis may create a lower
bound for loss.

1. Just the Facts, supra.

12 Laouisiana’s ecomomic huri fmm dn//mg moralanum warrants action: An edztana/ THF TiMES- PICAYLRF ]un 8, 2010
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Wood Mackenzie Research and Consulting’s findings about the impact of a six-month
motatorium illustrate the extent to which the offshore industry contributes to local and state
economies in the nation. Their research shows that as many as 1,400 workers would be left without
jobs, and as many as 46,200 jobs, both on and off shore, would go idle if the 33 dnlling platforms
were shut down." The report goes on to say that as many as 120,000 jobs could be lost by 2014.
Louisiana would lose 3,000 to 6,000 jobs alone in “the first 2-3 weeks and potentially more than
20,000 Louisiana jobs within the next 12-18 months.”"

In addition to onshore businesses, smaller oil companies that stimulate the economy of the
region will be crippled by the moratorium. Offshore drilling revolves around small businesses. The
Wall Street Journal reports that the oil industry in the Gulf of Mexico was largely developed by
relatively small oil and gas companies.’® In the early 1990s “relatively small players like Kerr-McGee,
Ocean Energy and Unocal were acquiring acreage in deep water; their finds helped prove the Gulf’s
worth to bigger brethren like Chevron, Devon Energy Corp. and Anadarko Petroleum Corp., which
later bought these companies at 2 premium.” " New generations of companies have started
exploratory offshore businesses in the Gulf. Cobalt International Energy, for example, is already
experiencing delays in its business because the “U.S. government moratorium on drilling would

s 18

delay the planned drilling of an exploratory well in the Guif by six months.

4. Klmber}y Morin, GOP Yenaiar introduces bill to terminate Qbama’s economy killing dn//mg rm»‘ﬂtnnwﬂ THE

15. Id, citing the Wood MacKenzie Rescarch and Consulting report. Section V1, Subsection F outlines some
reasons for why my analysis predicts lower job loss projections.

16. Angel Gonzalez, Stiffer Costs, Rules in Guilf Will Squeeze Smaller Players, THE WALL STREET JOURNAL, Jun. 22,
2010 (available at hytp:/ /online.wsj.com/article/SB10001424052748704256304575321104202428906.htmi) [hercinafter
Stiffer Costs, Rudes in Gulf].

17.1d,

18, 14
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III.  The RIMS II Model and the Economic Impact of the Moratorium

Onshore state and local economies benefit from offshore oil production by providing goods
and services to offshore oil and gas extracton sites. A variety of industries are involved in this effort:
shipbuilders provide exploration vessels, permanent and movable platforms, and resupply vessels;
steelworkers fashion the drilling machinery and specialized pipes required for offshore resource
extraction; accountants and bankers provide financial services; and other onshore employees provide
groceries, transportation, refining, and other duties. These onshore jobs, in turn, support other jobs
and other industries (such as retail and hospitality establishments).

The statistical approach known as an “input-output’” analysis can be used to measure the
economic effects associated with a particular development project, or in this case a drilling
moratorium. This approach, pioneered by Nobel Prize winner Wassily Leontif, has been refined by
the U.S. Department of Commerce in the form of the Regional Input-Output Modelling System, or
“RIMS II.” The RIMS II model provides a variety of multipliers that measure how a plant shutdown
or slowdown would affect local and regional economies in the U.S., accounting for the elimination
of jobs, decreases in wages, and the drain on potential government revenues. This analysis focuses
on the negative direct and indirect effects associated with placing a moratorium on offshore drilling.

The RIMS 11 model is the standatd method that governmental authorities use to evaluate the
benefits associated with an cconomic development project. According to the Commerce
Department, the RIMS II model has been used to evaluate the economic effects of many projects,
including; opening or closing military bases, tourist expenditures, new energy facilities, opening or
closing manufacturing plants, shopping malls, sports stadiums, and new aitport or port facilities.””

State and local governments have also used the RIMS II model to perform economic analyses.

19. See U.S. Department of Commerce, Bureau of Heonomic Analysis, Brief Description: Apphications of RIMS 11

(available at hitp://www.bea.gov/bea/regional/dms/brfdesc.cfm).
7
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The Bureau of Economic Analysis RIMS II model provides multipliers that allow
researchers to estimate the comprehensive effect on output, income, or employment as a result of
changes to product outputs (“final-demand”).”

The product outputs analyzed here are the oil and natural gas prevented from reaching the
market due to operations halted on 33 existing deepwater rigs.” According to the Louisiana Mid-
Continent Oil and Gas Association (crediting Wood & Mackenzie), 80,000 barrels of oil equivalent
(both oil and natural gas) a day will not go to market as a result of the morarorium.” This equals 2.4
million batrels a month, and 14.6 million bartels during the six-month moratorium. I assume that
the moratorium only lasts for six months, and that after this point the lost production will resume
(thus this estimate may be conservative). This figure can be converted to a dollar value by applying
the appropriate price.

Three final sets of demand multipliers are applied to the production loss estimate. First,
BEA output multipliers measure the total decrease in economic activity—including the effect on all
other industries—resulting from §1 of loss of industrial activity in a particular geographic region.”
Next, BEA earnings multipliers measure the decrease in wages resulting from a §1 loss of industsial

activity.” Finally, BEA employment multipliers measute the decrease in employment (in full-time

20. See Everett Ehrlich, Steven Landefeld & Betty Barker, Repional Multipliers: A User Handbook for the Regional Input-
Output Modeling System (RIMS II), U.S. Department of Commerce, Third Edition, at 3 (Mar. 1997). (“If the user can
estimate the change in final demand in the initially affected industry, the user can estimate the impact on output,
earnings, or employment on the basis of final-demand multipliers.”) [hercinafter Rims I Handbook).

21. My calculations are based on the provisions of the original moratorium, and do not include additional
provisions provided by the july 12th moratorium. As such, my estimates are conservative.

22, Katherine Schroids, Oéf Industry Predicts Damngz fo anomy {80, 000 bpd says Wnnd Maﬂéerzgte) INVESTOR
VILLAGE, Jun. 4, 2010 (available at http: storvill ?

[hereinafter O/ Industry Predicts Darnage).

23. RIMS IT Handbook, supra, at 3, (“In this (final demand output multiplier] table, each column entry indicates the
change in output in each row industry that results from a §1 change in final demand in the column industry. The impact
on cach row industry is calculated by muldplying the final-demand change in the column industry by the multplier for
each row.”) (hexcinafter Rims IT Handbook).

24. See Id. (“In this {final demand earnings multiplier] table, cach column entry indicates the change in earnings in
each row industry that resuits from a $1 change in final demand in the column industry. The impact on each row
industry is calculated by muluplying the final-demand change in the column industry by the muluplier for each row.”).

8
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equivalent jobs) associated with a $1,000,000 decrease in industrial activity.” For example, in Texas
the oil and gas extraction output multiplier is 2.0721, the wage multiplier is 0.5085, and the
employment multiplier is 8.2985. Thus, a loss of $1 million of oil and natural gas extraction
translates into a loss of $2,072,100 in annual output, $508,500 in annual wage income, and
approximately 8.30 additional full-time jobs for the year.

The direct effect associated with the loss of oil and natural gas production varies by state.
The same $1 million loss in production in Louisiana, for example, translates into a loss of $1,793,200
in output, $407,900 in wage income, and approximately 6.8 full-time jobs for the year.

The time period over which this loss is felt has been subject to much debate. In most cases,
the BEA considers one year to be the horizon over which its multipliers will achieve full effect. For
our purposes, I assume that each BEA multiplier measures the changes that are expected to occur
within one year.”

To determine the econornic effect of a moratorium on deepwater oil and natural gas drilling,
the BEA multipliers for “Oil and Natural Gas Extraction” are used. The multipliers are available at
the county level, but since I am interested in a broader range of effects, state and national mulupliers
are used in this paper. In the following sections, these mutltipliers are applied to production loss
estimates to determine the state-by-state, and overall effects of the deepwater drilling morarorium on

the Gulf economy.

25. See Id, at 4 {“In the final-demand employment multiplier table, each column entry indicates the change in
employment in each row industry that results from 2 $1 million change in final demand in the column industry. The
impact on each row industry is calculated by multplying the final-demand change in the column industry by the
multiplier for each row.”).

26. RIMS II Handbook, supra, ac 8 (“RIMS I, like all I-O models, is a “static equilibrium” model, so impacts
calculated with RIMS II have no specific time dimension. However, because the model is based on annual dara, it is
customary to assume that the impacts occur in 1 year. For many situations, this assumption is reasonable.”).

27. Id., (“RIMS II, Like all I-O models, is a ‘static equilibrium’ model, so impacts calculated with RIMS II have no
specific ime dimension. However, because the model is based on annual data, it is customary to assume that the impacts
occur in 1 year.”).
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IV.  Present Offshore Oil and Gas Reserve Estimates

As stated above, to determine the economic effect of the moratorium on offshore oil and
gas production on Guif region, it is necessary to the estimate the lost production of il and natural
gas for each state as a result of the moratorium. I take a two-step approach to estimate state-by-startc
production in the Gulf of Mexico (“GOM?”). First, GOM production figures are apportioned to the
GOM coastline states by assuming that a state’s share of oil and gas reserves (and hence the benefits
of utilizing those reserves) is proportional to its share of the GOM production. Theq, the dollar
value of state production is estimated by applying the current price of oil and gas to each state’s
share.

For the first step, I assume that a state’s production is tied to its available reserves, and by
association the state’s proximity to oil. The analysis of economic impact therefore hypothesizes that
the economic benefits associated with offshore oil and gas production accrue onshore firstly in the
local communities that provide the most convenient lahor, materials, and support services for
offshore production. Thus, to apportion toral production to the Gulf states, I use cach srate’s share
of the total oil and natural gas reserves in the GOM. In a previous paper, I calculated each state’s
share of total oil and natural gas reserves, and I use those estimates to apportion production in the
cutrent analysis.” Table 2 (all table nurnbers are those in my previous study) presents the result of
this calculation. Louisiana stands to lose the most in terms of producdon, followed by Texas,
Alabama, and Mississippi.

For the second step, I quantify the monctary loss by using the EIA’s latest oif and gas price

forecasts from the Shorz Term Energy Ontlook Juby, 7 2010. The report indicates that for the second

28. In a previous paper, 1 apportioned OCS Planning Area ceserves—and the local economic benefits associated
with exploiting those reserves—aby each state’s share of the ocean coastline bordering an OCS Planning Area. Based on
that allocation, the percentage of loss in this study allocated each state would be: LA: 59%; MS: 6%; AL: 7%; TX: 25%;
FL: .01%. See Joseph R. Mason, The Economic Contribution of Increased Offshore Oil Exploration and Production to
Regional and National Economies, Ametrican Energy Alliance (Feb. 2009).
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half of 2010, the average price of oil will be $79.00 per barrel.” The value of each state’s production
is calculated as its share of available GOM offshore oil production times $79.00 per barrel. At this

price, the produetion losses apportioned to coastal states have the dollar values reported in Table 2

below.
TABLE 2
ESTIMATED SIX-MONTH PRODUCTION L0SS OF OIL EQUIVALENT BARRELS IN THE GOM

State Mbbl $ Millions

Texas 3,801 $300

Alabama 1,162 %92

Mississippt 965 376

Louisiana 8,704 $688

Total 14,632 $1156

Sources: The Louisiana Mid-Continent Oil and Gas Association (citing Wood & Mackenzie); U.S Energy Information
Administration, Short Term Energy Outlook, July 2010; Joseph R. Mason, The Economic Contribution of Increased Offshore
Ot Exploration and Production to Regional and National Economier, American Energy Alliance (Feb. 2009).

V. Decreased Investments in Offshore Oil and Gas Production will cause
Substantial Losses in Wages and, Employment, and will have Profound Effects
on Communities throughout the Guif

The BEA multipliers for “Oil and Natural Gas Extraction” are applied to the estimates of
producdon loss to determine the probable effect of the moratorium on both Gulf region and total
U.S. economic output. Section B quartifies the effect of the moratotium on employment. Section C
explains the negative impact of the moratotium on wages. Section D explains the negative impact of
a moratorium on local, state, and federal tax revenues. These analyses paint a bleak picture of the
economic impact of the moratorium. Further, as is shown in Section E, the analyses do not even
consider 2 number of loss factors, such as rigs not coming back to the GOM after leaving or the loss
of economic benefits as a result of investment in exploration.

In no way are these figures meant to be definitive. Instead, the estimates presented represent

a reasonable approach to assessing the economic impact of a deepwater drilling moratorium. In fact,

29. U.S Energy Information Administration, Short Term Energy Outlook (July 2010).
11
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the greater conservatism of my estimates over other studies highlights the importance of the
economic costs of the drilling moratorium: the economic costs of the drilling moratorium are large
in even the most conservative cconomic analysis.

A. The Six-Month Moratorium on Offshore Drilling Activity Will Cost More than $2.7
Billion in Economic Activity Nationwide, and $2.1 Billion in Gulf communities

The broadest measure of the incremental effect of the moratorium is the effect on total
economic output. As discussed earlier, GDP and GSP repscsent the two main measures of output.
The BEA’s final demand output multipliers can be used to perform a “RIMS II” analysis. First, the
production loss estimate is used to measure the change in demand. Then, the multipliers are applied
to the production estimates in Table 2 to determine the expected total decrease in output as a result
of the moratorium. In summary, the losses in output can be expected to top $2.1 billion in the Gulf
region, and $2.7 billion nationwide.

Using the production estimates from Table 2 and the BEA multipliers, the estimated
decrease in economic output based on the estimated oil and natural gas production is presented in
Table 3. It is important to note, that the multipliers in this table only provide the decrease in ourput
that 45 generated af the same location as the decrease in production. As an integrated economy, however,
output in one state is ted to output in other states. For example, the oil and natural gas produced in
Louisiana may be used as an input to production in Illinois or Pennsylvania. These effects may be
considered “spill-over” effects because they spread from one location to another location. Using the
individual muldplier for Louisiana would thus under-report the total loss associated with a
moratorium in Louisiana. Comparing the total U.S. result to the additive total of the output
decreases in the individual Gulf region, therefore, suggests that there are over $659 million dolfars in
lost spillover effects from the moratorium, for a total dectease in U.S. economic activity arising from

the moratotium of roughly $2.75 billion.
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TABLE 3
DECREASE IN OUTPUT FROM THE SIX-MONTH
MORATORIUM ON DEEPWATER DRILLING

GSP/GDP
State ($ Mil)
Texas -$622
Alabama -5138
Mississippi -$117
Lowsiana -$1,233
Totzl GulfRegion -$2,110
United States -$2,769
Spillover Effeces -§659

Source: Regional Input-Output Modeling Systems (RIMS 11), Regiona/
Product Division, Bureaw of Economic Analysis, U.S. Commerce
Department; Production estimates from Table 2; Navigant Economics, 1.1.C
Caleslations,

B. The Six-Month Moratorium on Offshore Drilling Could Cost Thousands of Jobs

The moratotium on deepwater oil drilling would also result in the loss of thousands of jobs,
not only on the various oil rigs, but also in associated industries. The Louisiana Department of
Economic Development estimates 4 loss of 10,000 jobs within a few months after the moratotium.*
Moreover, they predict that the state “risks losing more than 20,000 existing and potential new jobs
duting a 12 to 18 month period.””' The analysis below offers an alternative estimate for employment
losses based on the RIMS IT model. My results are slightly more conservative, because I only
estimate the petiod of loss to be six months, with no residual effects thercafter. As before, effects
are calculated using estimated state-level production losses.

1. BEA Multiplier Analysis

As presented above, this analysis estimates the total economic effects associated with
stopping deepwater drilling. Using the BEA’s final-demand employment multipliers (denominated in

job-years per $1 million change in final demand), the estimated production loss in Tablc 1 yields the

30. Just the Facts, supra.
3174
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expected losses in employment in Table 4. The decrease in employment is estimated to be 8,169 full-
time jobs in the Gulf region. Louisiana alone stands to lose 4,719 full time jobs. Nationwide, there

will be an estimated loss of 12,046 jobs.

TABLE 4

DECREASE IN EMPLOYMENT FROM THE SIX-~
MONTH MORATORIUM ON DEEPWATER DRILLING

State Jobs Lost
Texas -2,492
Alabama -527
Mississippi -432
Louisiana 4,719
Total Gulf Region -8,169
United States -12,046
Spillover Effects -3877

Source: Regional Input-Owniput Modeling System (RIMS I1), Regional
Product Division, Burean of Economic Analysis, U.S. Commerce
Department; Production estimates from Table 2; Navigant Economics
Calculations.

These projections are lower than those presented by other studies because I estimate the
period of new production Joss to be only six months. However, if we were to extend the loss in new
production in our model to the 18 months assumed by other sources, we would see a loss of 36,137
jobs nationally, 24,532 jobs lost in the Gulf region, and 14,156 jobs lost in Louisiana. These
estimates are more in line with the projections published by the Louisiana Department of Economic
Development and Wood & Mackenzie Consulting.

The state-level BEA multipliers do not account for decreases in employment outside of the
state. As a result, jobs lost in one state because of the deepwater drilling heing halted in another state
are omitted from the totals. Again, comparing the nationwide job losses to the additive total of state
job losses yields a spillover effect of 3,877 jobs lost for the year spanning the moratorium period for

a total of just over 12,000 lost jobs, nationwide.
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2. Evaluation of the Types of Employment Loss

The BEA data can also be used to analyze the types of employment that would be lost by a
moratotium on deepwater drilling. The drilling moratorium will result in job loss in the ancillary
industries that support the oil industry throughout the U.S. and cause instability for thousands of
Americans already coping with a turbulent cconomic climate. Further, the oil industry will reduce
their investment in jocal economies as exploraton and development, and later production, is moved
or shut down.

Oil companies have a great incentive to invest in local communities to improve the quality of
life for their employees and areract talent to their offices and rigs. Shell, for example, started a Center
for Petroleum Workforce Development at their training center in 2006. The joint venture berween
the state of Louisiana, Louisiana State University and Shell, made the center “available to the entire
industry” in hopes of encouraging oil and gas employees from around the world to develop their
skills.” As production decreases and rigs and ofﬁces‘ are shut down or moved, the incentive for
investments such as those spurred on by Shell will evaporate.

For this analysis, job losses are broken down using specific BEA multipliers that determine
which industries will stand to lose the most from the moratotium on deepwater drilling. Table 5

reports the expected rotal losses in employment.

32. “In 2006, Louisiana announced the creation of the Center for Petroleum Workforee Development at Shell Oil
Company’s Robert, La., training center — the result of a joint venture agreement among the State ot Louisiana, Louisiana
State University and Shell by Developing the center and making it available to the entire industry, the replacement rate of
trained employees will increase. The centec’s training concept is to have oil companics hire and send employees from all
over the world to the Shelt/15U facility to obtain the highest training level possible. This process will ensure a supply of
highly trained and skilled personnel. It will also help develop a long-lasting, satisfying carecr path for workers in the
industry.” See O & Gas Industry of Lonisiana; Exploration and Production, Louisiana Economic Development (LED), at 3.
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TABLE 5
DECREASE IN EMPLOYMENT FROM THE S1IX-MONTH MORATORIUM ON DEEPWATER
DRILLING, BY SECTOR
Toral Gulf  United

Job Sector Texas Alabama  Mississippi  Louisiana Region States
Agriculture, forestry, fishing, and

hunting -24 -3 -3 -29 -60 -185
Mining -597 -168 -139 1,230 -3,133 -2,390
Utlities -10 -2 -2 -24 -39 -9
Construction -15 -3 -2 -28 -49 -77
Manufacturing -96 -24 -19 -1 -279 -707
Wholesale trade -67 -15 -10 -130 -223 -353
Retail trade -254 -54 -48 -510 -865 -1,194
Transportation and warehousing =17 -13 -1 -134 -236 427
Information -35 -6 -4 -58 -103 =208
Finance and insurance -130 -19 -14 -150 -313 -639
Real estate and rental and leasing -178 26 -16 -317 -537 -819
Professional, scientific, and

technical services -148 -24 -16 -233 421 -759
Management of companies and

enterprises -23 -5 -7 -86 -127 -194
Administrative and waste

management services -13% <22 -13 -207 -377 -706
Educational services -74 -19 -17 -150 -260 ~321
Health care and social assistance 277 -56 -50 -591 -974 -1.270
Arts, entertainment, and

recreation -34 -4 -4 -68 -110 -243
Accommodation and food

services -169 <36 -33 -352 -590 -825
Other services -124 -24 -20 -252 20 -610
Households -24 -3 -3 -29 -59 -71
Total -2,492 -527 32 -4,719 -8,169 -12,046

Source: Regional Inpus-Output Modeling Syster (RIMS Il), Regional Product Division, Burean of Economic Anaksis, U.S. Commerce
Departwrent; Production estimates from Table 2; Navigant Economics Calenlations.

Table 5 represents the distribution of the jobs lost from the moratorium. A large proportion
of job losses (approximately 38 percent) are in high-skill fields, such as health care, real estate,
professional services, manufacturing, administration, finance, education, the arts, information, and

management. A sizable portion of job loss will ohviously occur in mining (which includes oil and gas
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drilling) with these jobs accounting for over 26 percent of the total jobs lost in the Gulf region, and
about 20 percent nationally.™

C. The Six-Month Moratorium on Offshore Drilling Will Cause Massive Wage Loss for
Workers Already Hit by Recession

The moratorium will also cause dramatic wage losses for an already distressed workforce.
Some analysts predict that wage losses could amount to $65 to $135 million per month.* The BEA
multiplicrs allow an analysis of the effect of a moratorium (Sn deepwater drilling on wages in affected
states.

To estimate wage losses, the BEA’s final demand earnings (wage) multipliers are applied to
the production estimates. Table 6 presents the results. As the data indicates, the moratorium will

result in well over $487 million in lost wages in the Gulf region, and over $707 million nationwide.

Tabie 6

Decrease in Earnings from the Six-Month
Moratorium on Deepwater Drilling

State $ Millions
Texas -$153
Alabama -§29
Mississippi -§25
Louisiana -$280
Total Gulf Region -§487
United States -$707
Spillover Effects -§219

Source: Regional Input-Output Modeling System (RIMS 1), Regional Product
Division, Burean of Economic Anafysis, U.S. Commerce Department;
Production estimaies from Table 2; Navigant Economics Calenlations.

33. For a full listing of the jobs included in “Mining”, see U.S. Census Burean'’s 2007 NAICS Codes and Titles, (available

at htp://www.census.gov/naics/2007/NAICODO7. HTM).

34. Gary Perilloux, Groups struggle to assess oil’s impact, ZTHEADVOCATE (Jun. 29, 2010)[hereinafter Gronps Struggie 1o
Ausess Qif’s Irpach].
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D. The Moratorium will Cause the Loss of Millions of Dollars in Taxes and other Public
Revenues to Local, State, and Federal Governments

Dectreased output, fewer jobs, and lost wages translate into lower rax collections and
decreases in public revenues. The present analysis applies a broad measure of the total tax revenues
(from all sources) that federal, state, and local governments will Jose from the moratorium on
deepwater drilling. The analysis, again using production loss, estimates that §97 million will be lost in
state and local taxes.” This will translate into reduced investment in the local economy, schools,
hospitals, and other necessary public services.

In order to estimate the decrease in state and local tax revenue attributable to the deepwater
drilling moratorium on, the analysis follows the approach outlined by the Federal Reserve Bank of
Boston to determine annual state and local tax burdens as a share of GSP.* For each state and the
District of Columbia, the state and local tax burden can be calculated by dividing annual state and
local tax revenue by annual GSP. Data for state and local tax revenues are released by the U.S.
Census Bureau annually with a two year lag. As such, the state and local tax burden calculations are
based on the most recent available fiscal year, 2008.” Those data produce the average state and local
tax burden in 2008 in each state. The effective tax burdens are applied to the production estimates.
Table 7 presents the estimated losses in tax revenues. As before, the losses in tax revenues presented
have the same caveats regarding “spill-over” revenues.® The estimates thus represeat a lower bound

on potential state and local tax revenues lost from a moratorium on deepwater oil drilling,

35. Note that this analysis is conservative because it does not consider the state and local taxes produced from
“spill-over” effects. These tax revenues cannot be accurately measured because spill-over output cannot be attributed to
particular states. Because spill-over output is significant, however, my estimate significantly understates the total
incremental state and local taxes that would be produced annually.

36. Matthew Nagowski, Measures of State and 1.ocal Taxc Burden, New England Public Policy Center, Federal Reserve
Bank of Boston (ul. 13, 2006), avariable at;
hep:/ /www.bos. frb.org/ economic/ ne memos/ 2000, wski071306.pdf.

37. Avatlable at: hup:/ [www.census.gov/govs/www/06censustechdoc.himl# fiscalyr.

38. It is impossible t0 quantfy these benefits because state and local taxes differ from state to state and because the
BEA does not provide a means to allocate the spill-over revenues to particular states. To be conservative, the analysis
estimates only the revenues that can be accurately assigned and measured.
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Table 7
Decrease in State and Local Tax
Revenues from the Six-Month
Moratorium on Deepwater Drilling

Decrease in State and Local

State Tax Revenues
Texas -$22.843972
Alabama -$7,247,044
Mississippi -$8,418,401
Louisiana -$59,356,236
Total Gulf Region -$97,865,652

Sonrces: US. Censur Burean; Burean of Economic
Analysis; Regional Input-Output Modeling System (RIMS
11), Regional Product Division, Bureau of Economic
Avnalysis, UK. Commerce Department; Production estimat,
from Table 2; Navigant Economics Caleslations.

The decrease in economic activity resulting from a moratorium on deepwater oil drilling will
also produce significant losses in jederal tax revenues. According to the IRS, the average effective tax
rate in the United States in FY2008 was 18.98 percent of GSP.” Applying this rate to the total oil
and natural gas production loss (31.16 billion) suggests thar U.S. federal tax receipts would decrease
by $219 million.® Applying that rate to the overall decline in economic activity results in lost Federal
tax revenues of nearly $317 million.

E. Communities Nationwide will Suffer from Decreased Health, Education, Welfare, and
Social Services

Communities around the Gulf and throughout the country will suffer additional negative
cffects associated with decreased economic activity as a result of a moratorium, including health
care, education, and other community services. The oil and gas industry represents a significant

portion of the Gulf region’s tax revenue. In 2006, “the oil and gas industry paid more than 14

39. Department of the Treasury, Internal Revenue Service, SOI Tax Stats.- IRS Data Boak: 2008, Table 5, (available
2/ /e irs.gov it i 593,00.htrnl).

40, GNO Inc. estimated that the moratorium “could cut state and local tax revenue by more $700 million over four

years, accruing at a rate of $8 million to §15 million a month.” See Groups Struggle 10 Assess Oil’s Inpact, supra.
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percent of total state taxes, licenses and fees collected by the state of Louisiana...[which represents]
a substantial portion of Louisiana’s budget.”"

The estimated decrease in employment in the health and education sectors is one indicator
of the tertiary effects associated with the moratorium. As indicated in Table 5, the drilling
moratorium would result in the loss of 974 health care providers and 260 teachers in the Gulf
region. Natonwide there would be a reduction of 1,270 health care providers and 321 teachers.

While those employment and wage losses may seem palatable on a national scale, many of
the job losses would be concentrated in small coastal towns like Port Fourchon, Louisiana (which is
home to substantial resources serving Gulf of Mexico offshore production).” Indeed, in some
communities the decrease in. demand associated with lost jobs tied to the offshore drilling
moratorium may mean the difference between having a local hospital and school or not.

Coastal cities like Port Fourchon experienced significant growth as a direct result of their
central tole in offshore oil and gas production. ® Port Fourchon alone services half of all drilling rigs
presently operating in the Gulf of Mexico.” Furthermore, current plans call for more than half of all
new deep water drilling platforms in the Eastern and Central Gulf of Mexico to use towns like Port

Fourchon as their service base.® Given the concentration of the deep water Gulf of Mexico

41, Just the Facis, supra.

42. In fact, the town houses one of the rigs that is affected by the moratorium. See Joe Nocera, Moratorium Won't
Reduce Drilling Risks, Jun. 25, 2010, THE NEW YORK TIMES, (avmlabic at

hup:/ Jererw.nydmes.com/2010/06/26 /business/26nocera.biml); For a discussion of Port Tourchon, see Loren C. Scott

Associates, The Economjc Impacts of Port Fourchon on the Nauona] and Houma MSA Economies, Apr. 2008,
(available at b rifourchon.co: 00-01/1001757/docs/port_tourchon economic impact study.pdf).

43. The Greatu Lafource Port Commission was first otganized in 1960 (the surrounding community had a
population of 55,381} Se Greater Lafourche Port Commission, About Us, (available at
bttp:/ /www.portfourchon.com/overview.cfm); U.S. Census Bureau, Louisiana: Population of Counties by Decennial
Census: 1900 to 1990, (avaifable at hup://www.census.gov/population/cencounts/1a190090.mxt) [hereinafter Historical

Census Data).

44, See LA1 Coalition, Facts and Figures: Port Fourchon, (available at http:// www.lalcoalition.org/ faces.heml).
The executive direct of Port Fourchon estimates that the port “services 90 percent of all the deepwater actviry in the
Gulf of Mexico, and ali 33 of the rigs™ that fall under the moratorium. Lowisiana Port Operator Pleased With Dismissal of
Drilling Moratorigm, FOX NEWS, Jun. 23, 2010 (available at hetp:/ /www.foxnews.com/story/0,2933,595184.00.html).

45. See 7. Port Fourchon has seen an increase of their population to 95,554 in 2006. Overall, between 1960 and
2006, the Lafourche Parrish population grew by 72.5 percent whereas the State of Louisiana population grew 31.6
percent. See U.S. Census Bureau, Quickfacts, Lafourche Parrish, Louisiana, {available at
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operations at coastal communities, it is reasonable that losses to communities around the Gulf
region like Port Fourchon will be substantial.
VI.  The Risk of Policy Rhetoric Regarding the Gulf and the Energy Industry

Every day more and more jobs ate being lost in the Gulf region as the Administration’s
moratotium continues. Moreover, the longer the moratorium lingers on the higher the probability
that those jobs are lost forever. According to my research, the Gulf Coast region will be devastared
just under the current six-month moratorium. T estimate that it will lose in excess of 8,000 jobs,
nearly one-half billion dollars in wages, more than $2.1 billion in economic activity, and some $100
million in state and local tax revenue. Furthermore, the spill-over effect could cost 12,000 jobs and
nearly $3 billion nationwide (including almost $200 million in Federal tax revenues). Should the
moratorium be extended, more than 25,000 jobs could be lost and if a permanent moratorium
comes to pass — a worst case scenario no doubt ~ nationwide economic losses would exceed $95
billion and more than 400,000 jobs would disappear.

Despite those risks, however, lawmakers are currently discussing additional policies that
would hurt the overall energy industry in the U.S. and further hinder the economic recovery in the
Gulf region and across the country. Specifically, some in Congress are proposing two changes to the
tax code that would put U.S. energy companies at a competitive disadvantage to foreign owned
energy giants like BP, China’s SINOPEC and Hugo Chavez’s CITGO.

Tax increases on energy companies would lead increased energy costs for consumers.
Additionally, since the tax increases are directed solely to U.S.-based energy companies, many of
those companies would most likely relocate their operations to foreign countries, cutting U.S. jobs

and weakening our nation’s energy security. Today, the U.S. energy sector supports more than 9
g 3 y ey pp

hutp:/ /quickfacts.census.gov/qfd/ states/22,/22057 himl); Historical Census Data, supra, at note Error! Bookmark not
defined..
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million jobs across the country and about 7.5 percent of our nadon’s GDP. Congress is placing that
entite industry in jeopardy in the name of politics.

The ‘dual capacity’ tax credit provides a deduction to American businesses with operations
overseas relative to the amount of taxes they have already paid other countries. The purpose of the
credit is to allow U.S. companies to remain competitive in the global energy marketplace with
foreign-owned companies. Doing away with the credit will irreparably harm U.S. companies.

Section 199 of the tax eode is an advantage conferred on all businesses that manufacture
goods inside the U.S. and employ U.S. workers. Of course a repeal of Section 199 for oil and gas
companies would have the unintended, but predictable, result of discouraging investment in the
nation’s energy infrastructure and a reducing domestic energy production.

The Congressional Research Service said that Section 199’s repeal would “adversely affect
domestic production and increase imposts.” Also, according to analysis provided by the Institute for
Energy Research in 2008, a repeal of Secton 199 deductions for domestic oil and gas companies
would lead to a dramatic increase in U.S. reliance on importted oil, an end to 637,000 U.S. jobs and
cost nearly $35 billion in lost wages over the next 10 years, So acting to eliminate this tax provision
is counterintuitive to policymakers’ main quest to add jobs and strengthen our nation’s energy
secufity.

The energy industry is critical to our nation’s economic health, both because it provides
affordable energy resources and good-paying jobs. Unfortunately, the political rhetoric that’s
swirling around could ultimately doom the nation’s energy industry costing tens of thousands of
jobs, billions of dollars in economic activity, and hundreds of millions of dollars in tax revenue.

We're already seeing an ait of caution among prospective investors and any further action
that would eliminate energy sector jobs, raise energy prices, and threaten the future of the energy

industry would cause long-term harm to our nation.
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Although we're all concerned with the environmental consequences of the BP spill, we
cannot allow that concern to translate into short-sighted government policies that would have a
much worse consequence on our nation as a whole.

VII. Guidelines for Sound Supervisory Policy

Whether it is financial or environmental regulatory policy, regulators need to more
effectively adapt to innovation and change. Drilling technologies have not remained static over the
past thirty years. It is therefore important to keep the Administration’s response in the context of
the history of offshore energy policy.

As recently as March 31, 2010, President Obama proposed the opening of new stretches of
water along the Atlantic, Gulf of Mexico, and Alaskan coasts to oil and gas drilling, That move
marked a ncw era of progressive policy that matched technological and safety improvements over
the previous three decades. But less than a month after President Obama unveiled his proposal, the
debate was renewed by the explosion on the Decpwater Horizon oil rig 40 miles off the coast of
Louisiana on April 20, 2010, Earth Day.

The escalating rhetoric makes it unlikely that current energy policy will stop at the current
temporary moratoriurn. Repeating the analysis with the assumption that all Gulf drilling and
production activity is halted can therefore be a useful exercise by providing an idea of the total
amount of outpur, employment, wages, and rax revenue at srake,

The rhetoric needs to be replaced with a clear direction for energy regulation.

As in financial services, regulators need to be responsible for oversceing new technologies
and encouraging applications of those technologies on scales corresponding with their established
record of experience and safety. Too often, in both financial services and energy, regularory
investigations are stanched by politicians and officials who demonstrate a vested interest in the

outcome. Whether it is the modern-day energy equivalent of the Keating five or just an official who
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desires a position in industry, the conflict of interests that detract from effective regulation must be
addressed.

Regulators, regardless of sector, need not only clear responsibility, but clear unmitigated
authofity to act to investigate unfettered on the basis of their own suspicious.

The reason regulators require such freedom is that they are often investigating new
applications of technologies (drilling or financial) that — because they are unproven ~ cannot be
deemed safe or risky beyond a substantial degree of error. Nonetheless, the error must be biased in
the direction of the social and economic good. That means that we can’t just throw around
moratotiums without economic analysis.

That also means, however, that we cannot rely on further specious applications of the
precautionary principle merely in the name of public safety. The success of policies grounded in the
precautionary principle depends in large part on policymakers’ ability to place the risks associated
with a given industry or product in the proper context. While public safety should be a paramount
concern fot regulators, absolute certainty about the safety of any item or application can never be
scientifically guaranteed.

Applied in conjunction with the scientific method of investigation, therefore, the
precautionary principle leads to a logical dead end. Scientific methods hypothesize experimental
results based upon theories. An experiment can only support or not support a theory. Hence, the
only outcome of an experiment is another theory. No experiment, therefore, can — in and of itself —
provide the one hundred percent certainty that is required of the precautionary principle.

Taken in extremis, economists Bob Hahn and Cass Sunstein have observed that “strong

versions of the precautionary principle. .. would frequently eliminate 4/ policies from
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consideration. .. because almost all policies itnpose risks of one kind or another.”* The key,
therefore, is to place the risks of any given policy in context, by comparing the risks of a product
with the risks posed by its substitutes, and also to weigh the risks of the product against the benefits
it creates.

Furthermore, policymakers who ban a known, relatively safe, element may push industries
into less well-understood alternatives, the equivalent of jumping “out of the frying pan and into the
fire.” For instance, when the EPA attempted to regulate the use of all asbestos, federal courts
intervened and over-ruled the regnlation.” Although asbestos was harmful to humans, alternatives
wete deemed more dangerous and unknown.” In this case the precautionary principle increased risk
by forcing unknown, untested substances to be used instead of known commodities.

Moseover, as long as we will be regulating new technological applications we will never have
complete and unmitigated success. Hence, we will always be responding to supervisory failure and
crisis and we must therefote become comfortable doing so. Whether it is financial or environmental
disaster, we first need to audit our approaches to the proximate causes of the disaster, scparating
those that work from those that require remediation. Then, we must reward businesses operations
based on prudent safety and technological standards, while punishing those who operate otherwise.
Such an approach not only preserves economic activity and business investment, but provides
incentives to direct investnent rationally toward safe and sound applications of tcchnology and away

from socially harmful alternatives.

46. Habn & Sunstein, supra, at 7 (“lndeed, taken setiously, the precautionary principle can be paralyzing, providing
no direction at all.”).

47, Hahn & Sunstein provide multiple examples of such failures, For example, nuclear energy has several risks
associated with it, including exposure to radiation, environmental contamination, and the threat of a catastrophic event
at a nuclear facility. A strict interpretation of the precautionary rule would side against the widespread adoption of
nuclear power. This perspective, however, fails to consider the environmental, health, and economic risks posed by
alternative sources of power. Power generated by coal and fossil-fuel increases the threat of global warming, and nuclear
power does not. Coal-hased plants also contaminate the air with greenhouse gases and other pollutants, even when
functioning propecly; a tisk not posed by properly functioning nuclear plants. The economic cfficiencies of nuclear
power also dwarf those of alternative power sources. See Habn & Sunstein, supra, at 2.

48, Id,
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In summary, we need to be careful to preserve capitalism while acting, occasionally, where
markets cannot. In such actions, however, we want to preserve, not usurp, market functions by
helping align incentives so that markets can effectively magnify the effects of policy. All too often,
however, poortly designed policy is obviated by matkets, as firms contort their operations to meet

the letter — while obviating the intent — of specific outdated and onerous regulations.

26



50




51

SAVE U.S.
ENERGY JOBS

rofessor Warns Senate Committee Of Detrimental
Energy, Tax Policies

White House tax proposal would further burden Americans already economically

crippled by drilling moratorium, recession

WASHINGTON - Following this month’s release of his sobering economic analysis of the
Obama administration’s moratorium on exploration in the Gulf of Mexico, LSU Banking. Chair
and nationally renowned economist Joseph Mason testified today before the Senate Small
Business Committee. In the first six months alone, Dr. Mason’s study found the drilling ban will
cost Americans 12,000 jobs, $2.8 billion in economic activity, $98 million in forfeited state tax
revenues in the Gulf region, and $220 million in federal tax revenue. Since the moratorium
and/or its effects could last up to a year and half, these relatively conservative figures could,
realistically, double or triple.

In his testimony, Mason also addressed proposed tax changes for the oil and gas sector which
would greatly increase the costs of overseas activity, placing American companies at a
competitive disadvantage:

“This political rhetoric stirred up by the BP disaster is creating a perfect storm that could doom the
nation’s energy industry and cost our nation tens of thousands of jobs, billions of dollars in economic
activity, and hundreds of millions of dollars in tax revenue. We're already seeing an air of caution among
prospective investors and any further action that would eliminate energy sector jobs, raise energy prices,
and threaten the future of the energy industry would cause long-term harm to our nation.

“ Although we’re all concerned with the environmental consequences of the BP spill, we cannot allow that
concern to translate into short-sighted government policies that would have a much worse consequence
on our nation as a whole.

“"With each passing day, the administration’s moratorium on energy exploration in the Gulf of Mexico
costs the region more jobs. The longer the moratorium continues, the greater the risk that these jobs won’t
come back. It's especially tragic that the negative economic impact of this action is harming a region that
is still fighting to recover from the recent disasters of Hurricanes Katrina, Gustav, and Ike.”

Dr. Mason’s report was sponsored by Save U.S. Energy Jobs - a project of the American Energy
Alliance - established to help promote the nation’s energy sector, To learn more and get
exclusive information on upcoming projects, follow Save U.S. Energy Jobs

on Twitter and Facebook.

Founded in May, 2008, The American Energy Alliance (“AEA") is a not-for-profit organization that engages in grassroots public policy
advocacy and debate concerning energy and envirommental policies. AEA is the advocacy arm of the lustitute for Energy Research (IER), a not-
Jor-profit organization ~ founded in 1989 ~ that conducts intensive research and analysis on the functions, opemtions, and govermment
regulation of global energy markets.
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144 Halting all offshore deepwater drilling in response to a likely
low-probability event serves neither to address the root causes of
the accident, nor to aid in the economic rehabilitation of the Gulf
region. Indeed, a moratorium on offshore drilling would result in
billions in additional lost economic activity in the Guif. »*

Executive Summary

In the wake of the recent Deepwater Horizon oil rig spill, federa] lawmakers have struggled both to address the
causes of this rare and disastrous event and to enact policies to guide the environmental and economic recovery
of the Gulif region. As part of its effort to respond to the crisis, the Obama administration issued a moratorium on
offshore deepwater drilling (first enacted on May 30th, 2010). The goal of the moratorium is to shield the Gulf
from further harmful effects by limiting the likelihood of a similar oil spill in the future. The moratorium,
however, will do more harm than good. By ceasing offshore drilling, even for as little as six months, the
moratorium will further depress onshore state and local economies dependent on oil production. Evidence
indicates that the Deepwater Horizon spill was attributable to a lack of sufficient oversight during the traasition
of the rig from exploration to commercial production. Halting all offshore deepwater drilling in response to a
likely low-probahility event serves neither to address the root causes of the accident, nor to 2id in the economic
rehabilitation of the Gulf region. Indeed, a moratorium on offshore drilling would result in billions of dollars in
additipnal lost economic activity in the Guif.

The Fifth Circuit Court of Appeals agreed with this line of reasoning by refusing to reverse the lower court’s stay of
the May 30th, 2010 moratorium. The court found that President Obama’s administration “failed to demonstrate the
likelihood that the district court’s ruling would cause irreparable injury during the time that the administration’s appeal
is pending.™ Undeterred by the court ruling, the current administration issued a new moratorium on July 12th, 2010,
The moratorium reasserts the policies outlined on May 30th, 2010 with an additional caveat that would include al}
floating facilities.? Such a comprehensive measure could further cripple the economy of the Gulf region. The new
moratorium maintains the timeframe of May 30th policy and will be in effect until November 30th.

In this report, Dr. Joseph R. Mason investigates the resultant economic effects if either moratorium is allowed

to stand.* By analyzing the total economic harm associated with the moratorium, Dr. Mason finds that there would
be broad economic losses within the Gulf region and throughout the nation as a whole. He uses the Bureau of
Economic Analysis’s RIMS II “input-output” analysis to measure the economic effects assoctated with a potential
production stoppage. Table | summarizes the results. Dr. Mason concludes that President Obama’s moratorium
will have grave economic consequences for the Gulf and the nation.

Table 1
Summary of Potential Lost Economic Activity
Tatal GOM : Total U.S. Spillover Effeets
Output ($ Mil) -§2,110 -§$2,769 -§659
Employment (Jobs) -8,169 -12,046 -3,877
Wages ($ Mil) -$487 -$707 -$219
State & Local Tax Revenues ($ Mil) -$98 N/A N/A
Federal Tax Revenues ($ Mil) N/A -§219 N/A

Note: Production is assumed to be stopped for six months. Losses are expected to accrue aver 12 months following the start of the moratogum,
on May 30th, 2010.

! Courts Block Deepwater Drilling Moratorium, Salazar Issues Revision in Response, OMB Haich, Jul. 13,2010
(available at http://www.ombwatch.org/ node/11131).

?Press Release, U.S. Department of the Interior, Interior Issues New Suspensions to Guide Safe Pause on Deepwater Drilling, Jul. 12,2010.

*Dr. Mason’s work measures the effect of a moratorjum since May 30th, which effectively encompasses the rejected May 30th moratorium
and the more recent July 12th moratorium, since both result in a si th tum. Dr. Mason's work does not account for new
provisions in the July {2th moratorium — and thus may be conservative estimates in that regard.
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any new deepwater wells; and puts oil and gas

l- | NTRO D U CT' o N lessees and operators on notice that, with certain
exceptions, MMS will not consider for six months
drilling permits for deepwater wells and for related
activities. For the purposes of the Moratorium NTL,
“deepwater” means depths greater than 500 feet...
Activities necessary to support existing deepwater
production may continue, but operators must obtain
approval of those activities from the Department of
the Interior.®

The recent Deepwater Horizon oil rig disaster

and President Obama’s subsequent Offshore
Deepwater Drilling Moratorium (“moratorium™),
originally issued on May 30th, have fanned the
flames of the already heated debate over the
extent to which drilling for oil and natural gas

off U.S. coasts should be permitted. Until recently,
the U.S. government has withdrawn leases from
areas between 3 and 200 miles off the coasts of 20
states for the extraction of oil and natural gas.*

The moratorium banned deepwater drilling activity,
but allowed existing production to continue.”

Critics claim that this policy is unjustified, arbitrary,

and capricious given the economic harm it will inflict
upon communities dependent upon offshore drilling for
jobs and revenue.® Accordingly, a federal judge in New
Orleans blocked enforcement of the moratorium, writing
that *“[t]he blanket moratorium, with no parameters,
seems to assume that because one rig failed and although
no one yet fully knows why, all companies and rigs
drilling new wells over 500 feet also universally present
an imminent danger,™ justifying the taking of economic
value from private sector jobs and firms. Although the
Obama administration has already filed an appeal with a
higher court, the judge’s decision demonstrates the need
to consider how the moratorium on offshore drilling will
affect the economies of the Gulf states (Louisiana,

Even prior to the April 20th, 2010 explosion on
Transocean’s Deepwater Horizon tig, which was
leased to British Petroleum (BP), policymakers

argued that the federal moratoria should be

renewed. In an effort to respond to the explosion

and subsequent oil spill, President Obama issued

a moratorium on exploratory deepwater rigs. The
President acknowledged that the moratorium would
create problems “for the people who work on {offshore]
rigs, but for the sake of their safety, and for the sake
of the entire region, [the government needs] to know
the facts before [they] allow deepwater drilling to
continue.”™ These restrictions, however, are causing
significant hardship and economic loss to communities
already dealing with a historic recession.

The White House issued the moratorium on May 30th, . N
2010, stating the need to investigate the causes of the tt Even prior to the Apﬂl ZOth, 2010

spilland to determine if future spis were possible. explosion on Transocean’s Deepwater
Horizon rig, which was leased to
The Moratorium Notice to L d Operat !
e Moratorium Notice to Lessees and Operators sas .
i (Moratorium NTL) issued today directs oil and British Petroleum (BP)I pohcymake rs
i gas lessees and operators fo cease drilling new argued that the federal moratoria
| deepwater wells, including wellbore sidetrack
| and bypass activities; prohibits the spudding of should be renewed.”?

*U.S. Department of the Interior, Minerals Management Service, Report to Congress: Comprehensive Inventory of U.S. OCS Oil and Natural Gas Reserves,
Feb. 2006 [hereinatier MMS Report to Congress], at xii (“Part or all of nine OCS planning areas, which mclude warers oEZO coastal states, have been
subject to fongstanding leasing moratoria enacted annually as part of the Interior and related agencies or are withd from
leasing until June 30, 2012, as the result of presidential withdrawal (under section 12 of the OCSLA). Some of these areas contain large amounts of technically
recoverable oil and natural gas resources.”). See also id. at 3 {*The Federal OCS generally extends from 3 to 200 miles offshore and covers an area of about
1.76 billion acres.”).

* President Barack Obama, Remarks by lhe President to the Nauon on Lhu BP il Spl“, The White House, Jun. 15, 2010, (transcript available at

hitps/Awww.whi the-pr
¢ Press Release, U.S. Department of the Interior, Iutenor Issues Dn'ecnve m Guxdu Safe SIX'M(Jnlh Mcrratonum on Deepwuter Drilling (May 30, 2010)
{available at http://www.doi.g fe M Drilling.cfim).

7While the moratorium is a de jure stoppagc in deepwater, the Iack of precise safety regimes going t’orward has resulted in a L‘e facto stoppege of all drilling.
*Matt Stephens, Offshore drilling moratorium hurting local companies, The Courder, Jul, 13, 2010 (; at hitp/Awrwr icles/2010/07/13/
conroe_courier/news/moratorium071410. txt).
91 aurel Brubaker Calkins & Margret Cronin Fisk, Deepwater Dnlhng Ban Lxﬁ:d by New Orleans Federal Judge, Bloomberg, Jun 23, 20 10 [l i D

Ban Lifted by Judge] (available at hitp://www. 010-06-2 P ii-drilling-ban-lifted-today-by federal-judge hemi)
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Q( A significant halt to oil and natural gas exploration and drilling would
not just affect upstream and downstream industries, but could also
impact state and local governments, as well as small retail stores,
education services, healthcare assistance, and a host of other industries.

Texas, Florida, Alabama, and Mississippi), as well
as the nation as a whole. Despite these legitimate
concerns, the Obama administration issued a new
moratorium on July 12th, 2010 ~ which in fact
expands on the original moratorium to include

al floating facilities.'®

In this study, { estimate the total economic harm
associated with the White House moratorium on
deepwater drilling.”* I use data from the U.S.
Department of the Interior, Department of Energy,
Census Bureau, and the Treasury Department to
estimate the fotal decrease in output, employment,
wages, and public revenues to the Gulf states and the
nation as a whole. Additionally, I use figures presented
by Louisiana Mid Continent Oil and Gas Association
and estimated by Wood Mackenzie Research and
Consulting to get industry estimates for the effects
of the moratorium.

My estimates suggest that the moratorium would
produce broad economic losses within the Gulf region
and throughout the nation as a whole. Given the
integrated nature of the U.S. economy, a negative effect
in one industry is likely to be felt throughout the country.
A significant halt to oi} and natural gas exploration

and drilling would not just affect upstream and
downstream industries, but could also impact state

and local governments, as well as small retail stores,
education services, healthcare assistance, and a host

of other industries.

The effective six-month moratorium on offshore oil
and natural gas production will result in the loss of
approximately $2.1 billion in output, 8,169 jobs, over
$487 million in wages, and nearly $98 million in
forfeited state tax revenues in the Gulf states alone.
Additionally, although a significant portion of oil and
natural gas production is focalized in the Gulf, the U.S.
is a fully integrated economy, so there is an expectation
that the loss will “spill-over” into other states. From
this spillover effect, there could be an additional loss
of $0.6 billion in output, 3,877 jobs, and $219 million
in potential wages nationwide. Moreover, the federal
government stands to lose $219 million in tax revenue.
These losses are dramatic in both the context of local
economies in which the oil industry operates, and on

a national scale.

The remaining sections of this study outline the
specifics of the moratortum regulations, and provide
the methodology for assessing the economic cost of the
suspension of deepwater drilling. Section II provides
some background on U.S. offshore oil and natural
gas dnlling, the Deepwater Horizon explosion, and
the White House moratoriums. Section III describes
the significance of offshore oil production activities
to onshore economies. Section IV outlines the mode!
this paper uses to predict the economic impacts of a
moratorium on drilling. Section V provides estimates
for oil and natural gas production in the Gulf of Mexico
and the U.S. Section VI estimates the economic impact
of the moratorium in the U.S. on both a regional
and national level. Finally, Section VH discusses

ions from this work, most importantly that the

@ @ The effective six-month
moratorium on offshore oil and
natural gas production will result

in the loss of approximately $2.1
billion in output, 8,169 jobs, over
$487 million in wages, and nearly
$98 million in forfeited state tax
revenues in the Guif states alone. *?

implementation of the deepwater drilling moratorium
would be catastrophic to Gulf and national economies.

H. BACKGROUND ON
U.S. OFFSHORE
OiL PRODUCTION

Drilling for oil and natural gas off U.S. coasts has
occurred since the late 19th century, beginning in
California and eventually spreading to the Guif of

 Press Release, U.S. Department of the Interier, Interior Issues New Suspensions to Guide Safe Pause on Deepwater Drilfing, ful. 12, 2010.
My analysis considers the moratorium to be in effect since May 30th, 2010, the date of the first moratorium. I do not consider the expanded
scope of the new moratorium, which includes all floating facilities. Thus, my results in this respect may be conservative.



@@y the mid-20th, oil was
surpassed only by income taxes
as the largest generator of

revenue for the U.S. government.??

Mexico and Atlantic coasts.' This expansion was
spurred largely by the advent of the internal combustion
engine and accompanying increase in demand for
gasoline, improvements in technology, the development
of modern seismology, and profitability of offshore
drilling to local economies.’* By the mid-20th, oil was
surpassed only by income taxes as the largest generator
of revenue for the U.S. government.™ Growth of the
industry was slowed, however, as the government
imposed a legislative moratorium on new driiling on
the Outer Continental Shelf (OCS) in 1981."* President
George H.W. Bush signed an executive ban reinforcing
this congressional moratorium in 1990.'

A few years ago, government policies towards offshore
dnlling once again changed direction. As gas prices
skyrocketed, the government faced strong pressures

to find solutions that would offer relief.!” In 2008, the
same year that the congressional moratorium was set
to expire, President George W. Bush terminated the
executive ban previously in place.!® Then, on March
31st, 2010, President Obama proposed the opening

of new stretches of water along the Atlantic, Gulf

of Mexico, and Alaskan coasts to oil and gas drilling."”
As expected, the proposal drew significant criticism
from environmental groups.”
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Less than a month after President Obama unveiled his
proposal, the debate was renewed by an explosion on
the Deepwater Horizon oil rig 40 miles off the coast of
Louisiana. The rig, a joint venture between Transocean
and BP, sank into the Guif of Mexico following the
April 20th explosion at the facility. Since that time, the
well that had been attached to the rig has continued

to spill oil into the Gulf of Mexico. Though BP has
attempted to stop the spill using a variety of methods,
the company has thus far been unable to seal the leak
or substantially contain the damage. While precise
damage from the spili cannot be accurately estimated in
the short term, news sources and investigators estimate
that somewhere between 1,000 and 100,000 barrels of
oil are leaked per day.?

On April 30th, 2010, in a dramatic response to the
unprecedented disaster,” President Obama imposed a
stay on deepwater drilling until the exact cause of the
explosion could be determined.® Although there

has been much speculation about the source of the
explosion and the failures to stop the spill, many
analysts have opined that the proximate causes of the
Deepwater Horizon disaster were “gross negligence

or willful misconduct.”* One Washington Post writer
noted that “{n}ot only did BP take shortcuts during the
drilling of the well and ignore warning signs in the final
few weeks before it blew, but it has repeatedly botched
the cleanup effort and engaged in ham-handed tactics
to keep the media in the dark.”” Nonetheless, one
month later, the secretary of the Interior announced a
moratorium on all exploratory offshore drilling.

#National Ocean fndh

: NOLA) (avei
William M. Weich and R.lchm:l Wolf, Worth the 1isk? Debate on offshore drilking heats up, Li
£y/2008-07-13-0ffshore-drilling_N.htm).

at hitp//www.usatoday.
B,
National Ocean Industries Association (NOLA).

at hnp//www.nmLorg/websltrjamclz asp?id=123); Rick Jervis,

'SA Today, Jul. 14, 2008

' Outer Continental Shelf: OCS)y: Snpphes‘ Bans, and Nammi Seeps, Insumte for Energy Research ([ER),

Jop-the-out i helff);

at

Offshore Dnlhng and Exploration, The New Yark Tmex. (dlscusswn avmlable at

hitml?sep=1-spotdisq: %%20drilling

nytime:

. drilling_and_

[hcremaﬁer Offshore Drilling and Exploration.]. {Some sources put the exact date in 1982, 1

id.
v Offsbore Drilling and Exploration, supra.

¥ QOuter Continental Shelf (OCS): Supplies, Bans, and Natural Seeps, Institute for Energy Research ([ER).
'% John M. Broder, Obama to Open Offshore Areas to Oil Drilling for First Time, The New York Times, Mar. 30, 2010
{available at hitp//www.nytimes.conv2010/03/3 I/science/earth/3 1energy.html).

*Offshore Drilling and Exploration, supra,

7 Deborah Zabarenko, Hustle and flow: how much cil is really gushing? Reuters, Jun. 25, 2010,

le at htp://ww:

idUSTRE6S03C720100615).

z I.n 1969, an offshore platform explosion off the coast of Santa Barbara occurred. Approximately three million gatons of crude oil spilled from l]\e cracks
int the channe! floor. The explosion was caused by a crack at the bottom of the Santa Barbara Channel. Darren Hardy, 1969 Santa Barbara O Spilt
hetp:/fwww2.bren.ucsb.eduw/~dhardy/1969_Santa_Barbara_Oil_Spill/Home.html.

Timeline: Gulf of Mexico oil spill, Reurers, Jun 28,2010
ifable at hitp://www.reuter

icle/idUSTRE65R42W20100628oomia_ow=t0:50:24%:g43:r1:¢0.197842:635266052:7).

“Edward Tan and John E. Mortis, The Drill: Et Tu, Anadarko?, Wall Street Journal, Jun. 22, 2010
at hrpy/ W3] BT-CO-20100622-703614.html?mod=WSJ_{atestheadlines).
#Brendan Borrelf, Which oil companies are more eco-friendly than the rest, The Washington Post, Jun. 29,2010
itable at hup:/www.washi p-d nl/article/2010/06/28/AR201 00628038 12.htmi).
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C@some findings implicate the ‘use of a less robust well design, failure to
anchor the well’s casing using a process recommended under industry
practices and cutting short procedures to ensure cementing was sound.’ »

A.  The Guif Oil Spill

The spill began on April 20th, 2010 with an explosion
on Transocean’s Deepwater Horizon oil drilling rig.
The explosion is reported to have been the culmination
of poor communication, planning, and management

by Transocean’s leasing partner, BP. Transocean

was *“under contract with {BP] to drill an exploratory
well."? In preparation for converting the well from
exploration to commercial production, BP and
Transocean were planning to temporarily close the
well. On the day of the explosion, BP’s site manager
and the Transocean team met to discuss the future of
the rig but did not disclose the precise derails of their
decision.” Halliburton was contracted to perform some
repairs necessary for the reopening of the well, and
had completed cementing “of casings in the well less
than 24 houts prior to the accident.”” Two days after
the explosion, BP sent two remotely operated vehicles
(ROVS) to investigate the damage and determined that
there were two oil leaks at approximately 5,000 feet
below sea level.

Over the past three months, BP and the U.S.
government have worked on mechanisms to stop the
well from dumping oil into the Gulf. Additionally,
lawmakers have been attempting to decipher how such
a disaster was permitted to occur.?’ Some findings
implicate the “use of a less robust well design,

failure to anchor the well’s casing using a process
recommended under industry practices and cutting
short procedures 1o ensure cementing was sound.”*
By all accounts, the decision to use Halliburton’s
cementing method and create shortcuts in preparing the

well for production was not in compliance with best
practices. In preparation for the cementing, Halliburton
even indicated that the well may have gas-flow issues®
Although investigations are still pending, by some
accounts, BP appears to have chosen a riskier option
for the design of the well to reduce costs, thereby
putting the well in a precarious position even before the
explosion.’

B. The White House Moratorium on
Offshore Drilling and Exploration

The federal government’s response to the Deepwater
Horizon incident has been to block exploratory
drilling in the region. However, the all-encompassing
moratorium seems misguided given the primary
allegations of disregard for best practices on the part
of the involved parties as the proximate cause of the
disaster. Instead, the overly-broad and unwarranted
moratorium needlessly imposes economic costs on an
already distressed region and a nation in recession.

Despite the prevailing public perception that the fault
for the spill was attributable solely to negligent conduct
by a small number of firms, the Obama administration
ultimately imposed a six-month moratorium on ail
deepwater drilling projects,™ citing the need to better
understand what caused the accident before other
endeavors can be considered safe.* The moratorium
leaves already-producing rigs unaffected but would
freeze 33 exploratory drilling projects and suspend the

* Alton Parvish, Timeline of Events in BP il Spill: Day by Day, April 20 to May 26, Before It's News, May 27, 2010
(available at hittp://beforeitsnews.com/news/50/386/ Timeline_of_Events_in_BP_Oil_Spill:_Day_by Day, April_20_to_May_26 html)

[hereinafter Parrish (May 27, 2010).

7 BP, Transocean argues well plans before rig blast, CNN, May 26, 2010,

(available at hitp:/www.cn.com/201 0/US/05/26/0il. spill. investigation/index html).

* Parrish (May 27, 2010), supra.
*“The more I learn about this accident, the more

d I become. This

appears to have been caused by a calamitous series of

equipment and operational failures. If the largest oif and oil services companies in the world had been more careful, 11 lives might have been
saved and our coastlines protected ™ See Hearing on ‘Inquiry into the Deepwater Horizon Gulf Coast Ot Spill’ Before the Subcomnm.
On Oversight and Investigations Comm, on Energy and Commerce, 111th Cong. (May 12, 2010} {opening statememt by Rep. Waxman,

Chairran, Comm. on Energy and Commerce).

* Jeff Plungis. BP Raised Risks at ‘Nightmare’ Well, Lawmakers Say (Updat
ised.

te 1), Bloomberg-BusinessWeek, Jun. 15, 2010,
Ys-at-nigh 114 P

ilable at hitp://www busi k.com/news/2010-06-15/bp-

.

pdate - html),

#Matthew Daly and Ray Henry, Documents: BP cut comers in days before blowout, Associated Press. Jun. 14,2010
(available at http://news.yahoo.com/s/ap/201006 14/ap_on_bi_gefus_gulf_oil_spill}.
# Secretary of the Interior Ken Salazar recommended “a six-month moratorinm on permits for new wells being dritfed using floating rigs. The

moratorium would atlow for i ion of the prop
including the bipartisan National C: on the BP Deep

1in this report and for consideration of the findings from ongoing investigations,
Horizon Oil Spill and Offshore Drilling. The Secretary further recommends

'p
an immediate halt to drilling operations on the 33 permitied weils, not including the relief wells currently being drilled by BP, that are comrently

1 Shelf,

being dritled using floating rigs in the Gulf of Mexico.” {1
Department of the Interior, 3).

d Safery M

for Energy Develop) on the Outer C:



issuance of new permits, leaving time for
investigations to be completed.’® Secretary of the
Interior Ken Salazar explained:

The six-month moratorium on deepwater drilling
will provide time to implement new safety
requirements and to allow the Presidentiai
Commission to complete its work. Deepwater
production from the Gulf of Mexico will continue
subject to close oversight and safety requirements,
but deepwater drilling operations must safely come
to a halt. With the BP oil spill still growing in the
Gulf, and investigations and reviews still underway,
a six-month pause in drilling is needed, appropriate,
and prudent.*

A federal judge in New Orleans blocked the
enforcement of this initial moratorium on June 22nd,
2010, citing a lack of basis for the regulation.’”

In response, the Obama administration issued a new
moratorium on July 12th, 2010.* When asked about
the differences between the two moratoriums, the
Department of Interior stated,

Like the deepwater drilling moratorium lifted by the
district court on June 22nd, the deep-water drilling
suspensions ordered today apply to most deep-water
drilling activities and could last through November
30th. The suspensions ordered today, however, are
the product of a new decision by the secretary and
new evidence regarding safety concerns, blowout
containment shortcomings within the industry, and
spill response capabilities that are strained by the
BP oil spill.*

The effective result of the reissued moratorium is that
the original moratorium is renewed, so there is still a
six-month moratorium. There were, however, several
new provisions which include: 1) the moratorium is
not based on drilling depth, but rather on the basis

of drilling configurations and technologies; and 2)
the new moratorium includes alt Roating facilities.®
Regardless, the effective result is that there is
currently an ongoing six-month moratorium

on deepwater drilling.
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QQ The effective result of the

reissued moratorium is that
the original moratorium is
renewed, so there is still a
six-month moratorium.”

Unfortunately, the moratorium is not

economically viable for the Guif region and it imposes
significant economic harm upon the rest of the U.S.
Sections IV and V, therefore, discuss in detail the
economic implications of this decision.

Ill. OFFSHORE OIL
PRODUCTION
STIMULATES DIVERSE
ONSHORE ECONOMIES

Offshore oil production benefits federal, state, and
local onshore economies. Broadly speaking, there

are three “phases™ of development that contribute to
state economic growth: (1) the initial exploration and
development of offshore facilities; (2) the extraction
of oil reserves; and (3} the refining of crude oil into
finished petroleum products. Businesses that support
those phases are prevalent in the sections of the Guif of
Mexico that are currently open to offshore dniling.
With regard to the exploration and development

stage, the U.S. shipbuilding industry, for example,

has a strong presence in the Gulf region and benefits
significantly from initial offshore oil exploration
efforts.* This early phase requires specialized
exploration and drilling vessels, floating drilling rigs,
and miles and miles of steel pipe, as well as highly—
educated and specialized labor to staff the efforts; thus,
the jobs and businesses involved in the production of
these inputs are supported by offshore drifling.

* Charlie Savage, Drilling Ban Blocked; US Will Issue New Order, The New York Times (available at hitp://www.nytimes.com/2010/06/23/us/23drill.

‘himi?
Fid

-1 b,
q

420dnilling? &st=cse).

3 Press Release, U.S. Department of the Interior, Interior Issu& Directive 1o Guide Safe, Six-] Momh Mon:mrmm on Daepwater Drilling, May 30, 2010,
Di

{available at http://www.doi.g; Tnteri
3 Deepwater Ban Lifted by Judge, supra.

to-Guide-Saf: pwater-Drilling.cfm).

3 Press Release, U.S. Department of the Interior, Interior Issues New Suspensions to Guide Safe Pause on Deepwalcr Drilling, Jul. 12, 2010.

# Greenspace, Gulf Oil Spill: New Moratorium Explﬁmed. LA Times Blog Jul. 12, 2010

d.htrnl}.

/2010/07/gulf-oil-spilt Tai

lable at h p: Y] latimes.comy

“Press Release, US. Depamnem of the Interior, Interior Issues New Suspensions to Guide Safe Pause on Deepwater Drilling, Jul. 12, 2010,
+U.8. Department of Commerce, Bureau of Export Administration, U.S. Shipbuilding and Repair, National Security Assessment (603-009-00719-4),
at 9 (“In some niches, however, the United States currently has a significant world market share based mostly on domestic sales, These niches include

offshore oil platforms, yachts, fast patrol boats, and

ivessels,” ap

of which are p d in the Gulf Coast region).
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Along with production, onshore personnel work

on the oil extraction phase as well. A recent report
prepared for the U.S. Department of Energy indicates
that Louisiana’s economy is “highly dependent on a
wide variety of industries that depend on offshore oil
and gas production,” and that offshore production
suppotts onshore production in the chemicals, platform
fabrication, drilling services, transportation, and gas
processing industries. Fleets of helicopters and
U.S.-built vessels also supply offshore facilities

with a wide range of industrial and consumer goods,
from industrial spare parts to groceries.

The economic bepefits produced by the refining phase
are even more widespread than the effects of the

two preceding phases. Although capacity is largely
concentrated in California, Illinots, New Jersey,
Louisiana, Pennsylvania, Texas, and Washington,
additional U.S. refining capacity exists throughout the
country.* As a result, refinery jobs, wages, and tax
revenues are more likely to “spill-over” into other areas
of the country, including non-coastal states like Hlinois.

The economic benefits to coastal and state communities
from offshore drilling are substantial. The Associated
Press reports that offshore workers from Louisiana, for
example, “frequently earn $50,000 a year or more.”*
One in three jobs in coastal Louisiana “is related to

the oil and natural gas industry [and] many of the
workers eamn between $40,000 and $100,000 a year.™*
Louisiana alone could lose up to 10,000 jobs in only

a few months.#’ The state of Louisiana estimates that
oil and gas production, primarily from the Gulf,
supports $12.7 biltion in household earnings,
“representing 15.4 percent of total Louisiana
household eamings in 2005."%

The moratorium would put a halt to training new
workers and cut jobs for workers already employed
within the offshore industry. Additionally, offshore
workers that lose their jobs due to the moratorium
would receive only a fraction of their wages in
unemployment benefits. This will directly affect local
businesses, many of which were already weakened by
Hurricane Katrina in 2005 and Hurricane Gustav in
2008. Some companies in Louisiana, for example, are
already worried that after taking on “heavy debts after
Hurricane Katrina [they] may not [be] able to take on
additional loans.”*

In response, President Obama asserted that the Small
Business Administration “has stepped in to help
businesses by approving loans [and] allowing many to
defer existing loan payments.”® This demonstrates a
key understanding by the current administration that
small businesses in the Gulf will be hit significantly by
the moratorium. Additionally, it is unclear how much
the approval and deferment of loans will mitigate the
substantial losses taken by small businesses in the Guif.
Indeed, a far simpler solution would be to withdraw the
moratorium and allow businesses to operate normally.

Wood Mackenzie Research and Consulting’s findings
about the impact of a six-month moratorium illustrate
the extent to which the offshore industry contributes to
local and state economies in the nation. Their research
shows that as many as 1,400 workers would be left
without jobs, and as many as 46,200 jobs, both on-and
offshore, would go idle if the 33 drilling platforms were
shut down.’! The report goes on to say that as many as
120,000 jobs could be lost by 2014. Louisiana would
lose 3,000 to 6,000 jobs alone in “the first two to three
weeks and potentially more than 20,000 Louisiana jobs
within the next twelve to eight months.”*

2 Advanced Resources International, Inc., Basin Oriented Strategies for CO2 Enhanced Gil Recovery: Offshore Louisiana, Prepared for the U.S.

nt of Energy, Mar. 2005, at EX-1.

“1d. (“For example, Louisiana i is the third ltargest consumer of natural gas in the U.S., and a large number of chemical industry jobs in Louisiana are

highty d dent on the ilabili

of adequate volumes of moderately priced natural gas. Moreover, offshore oif and gas production

opmtmns support a vast specn-urn of uther activities in the state, including platform fabrication, drilling and related services, offshore transport

nd gas p
“ See Table Al in Ihe Ap'pendlx, infra.

* Cain Burdean, Rig workers job hunt afler drili ban, Associated Press for MSNBC, June 18, 2010,
(available at http://www.msnbe.msn.com/id/37762247/ns/business-us_business/).
“Stephen C. Fehr, Gulf states fear long-term ﬁscal effects of oil disaster, Stareline, Jun. 24, 2010

(available at hotp://www.stateline.

59); Press Release, Just The Facts: Drilling Moratorium’s Impact on
Louxslam s Families and Economy, Govemmmt of Lomsuma Jun. 14,2010

louisiana.

at hrtp:

o B 1
Thep 1p! loss f

il himi) [hereinaft
d by my analyss is Iower that the estimates prescnited in this section. The likely reason for this is that my

Just the Facts].

assessment is conservative, For instance, I assume the period of loss from the moratorium is only six months, while the Louisiana Department of
Economic Development assumes that the period of loss will be 12 to 18 months. Section VI, subsection F outlines some of the ways in which my

analysis may create a lower bound for foss.
“ Tust the Facts, supra.

* Louisiana’s economic hurt from drifling momtonum ‘warrants action: An editorial, The Times-Picayune, hn. 8, 2010

3 $562010/0

:_hurt_from.himl).

at http://www.nola,

10/06/1

‘President Barack Obama, Remarks by the PresxdentAﬂer Bneﬁng on BP Ol Splll The Whne House. May 28, 2010,

DilD).

(transcript available at http://www.wh vithe-p



In addition to onshore businesses, smaller oil
companies that stimulate the economy of the region
will be crippled by the moratorium. Offshore drilling
has helped develop the oil industry around the country
by encouraging smaller companies to compete for
business with larger players. The Wall Street Journal
reports that the oil industry in the Gulf of Mexico

was largely developed by relatively small oil and gas
companies.*® In the early 1990s “relatively smail
players like Kerr-McGee, Ocean Energy and Unocal
were acquiring acreage in deep water; their finds helped
prove the Gulf’s worth to bigger brethren like Chevron,
Devon Energy Corp. and Anadarko Petroleum Corp.,
which later bought these companies at a premjum.”*
New generations of companies have started exploratory
offshore businesses in the Gulf. Cobalt International
Energy, for example, is already experiencing delays in
its business because the “U.S. government moratorium
on drilling would delay the planned drilling of an
exploratory well in the Guif by six months.™

IV. THE RIMS {i MODEL CAN
BE USED TO MEASURE
THE ECONOMIC IMPACT
OF THE MORATORIUM

As discussed in the previous section, onshore state and
Iocal economies benefit from offshore oil production
by receiving compensation and economic benefit from
providing goods and services to offshore oil and gas
extraction sites. Onshore communities provide all
manner of goods and services required by offshore

oil and gas extraction. A variety of industries are
involved in this effort: shipbuilders provide exploration
vessels, permagent and movable platforms, and
resupply vessels; steelworkers fashion the drilling
machinery and specialized pipes required for offshore
resource extraction; accountants and bankers provide
financial services; and other onshore employees
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provide groceries, transportation, refining, and other
duties. These onshore jobs, in turn, support other jobs
and other industries (such as retail and hospitality
establishments).

The statistical approach known as an “input-output™
analysis can be used to measure the economic effects
associated with a particular development project, or
in this case a production stoppage. This approach,
pioneered by Nobel Prize winner Wassily Leontif, has
been refined by the U.S. Department of Commerce

in the form of the Regional Input-Output Modelling
System, or “RIMS II”. The RIMS II model provides

a variety of multipliers that measure how a plant
shutdown or slowdown would affect local and
regional economies, accounting for the elimination of
jobs, decreases in wages, and the drain on potential
government revenues. This analysis focuses on the
negative direct and indirect effects associated with
placing a moratorium on offshore drilling.

The RIMS H model is the standard inethod that
governmental authorities use to evaluate the benefits
associated with an economic development project.
According to the Commerce Department, the RIMS 11
model has been used to evaluate the economic effects
of many projects, including: opening or closing military
bases, tourist expenditures, new energy facilities,
opening or closing manufacturing plants, shopping
matlls, sports stadiums, and new airport or port
facilities.® State and local governments have also used
the RIMS II model to perform economic analyses.

ee This analysis focuses on the
negative direct and indirect
effects associated with placing a
moratorium on offshore drilling.”

**Kimberly Morin, GOP Senator introduces bill o terminate Obama’s economy killing drilling ium, The E: Jun. 17,2010 ilable at
‘hetp://www.examiner.com/x-9100-Boston-Conservati Y i ¥ 7-GOP-S: il duce-bill-i il Obamas-
kitling-drilling: ium).

#1d, citing the Wood MacKenzie Research and Consulting report. Section VI, Subsection F outlines some reasons for why my analysis predicts lower

job loss projections.

* Angel Gonzalez, Stiffer Costs, Rules in Gulfl Witl Squeeze Smailer Ptayers, The #ai! Streer Journal, Jun. 22, 2010 (available at htp-//online. wsj.com/
article/SB 10001424052748704256304575321104202428906.htmi) {hereinafer Stiffer Costs, Rules in Gulf].

*1d,
*1d.
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The Bureau of Economic Analysis (BEA) RIMS 11
mode] provides multipliers that allow researchers to
estimate the comprehensive effect on output, income,
or employment as a result of changes to product
outputs (“final-demand™).5

Thus for these figures, 1 consider that the moratorium
will prevent oil and natural gas from reaching the
market and halt operation for 33 deepwater rigs.”
Accordiang to the Louisiana Mid-Continent Oil and

Gas Association (crediting Wood Mackenzie),

80,000 barrels of oil equivalent (both oil and natural

gas) a day will not go to market as a result of the
moratorium. * This equals 2.4 million barrels a

moanth, and 14.6 million barrels during the six-month
moratorium. [ assume that the moratorium only lasts for
six months, and that, after this point, the lost production
will resume (thus this estimate may be conservative).
This figure can be converted to a dollar value by
applying the appropriate price.

Three final sets of demand multipliers are applied to the
production loss estimate. First, BEA output multipliers
measure the total decrease in economic activity—
including the effect on all other industries—resulting
from $1 of loss of industrial activity in a particular
geographic region.®® Next, BEA earnings multipliers
measure the decrease in wages resulting from a $1

loss of industrial activity.®* Finally, BEA employment
multipliers measure the decrease in employment (in
full-time equivalent jobs) associated with a $1,000,000
decrease in industrial activity.® For example, in Texas
the oil and gas extraction output muitiplier is 2.0721,
the wage mulitiplier is 0.5085, and the employment
multiplier is 8.2985. Thus, a loss of $1 million of oil
and natural gas extraction translates into a loss of
$2,072,100 in annual output, $508,500 in annual wage
income, and approximately 8.3 additional full-time jobs
for the year. The direct effect associated with the loss of

oil and natural gas production varies by state. The same
$1 million loss in production in Louisiana, for example,
translates into a loss of $1,793,200 in output, $407,900
in wage income, and approximately 6.8 full-time jobs
for the year.

The time period over which this loss is felt has been
subject to much debate. In most cases, the BEA
considers one year to be the horizon over which its
multipliers will achieve full effect.® For our purposes,
I assume that each BEA multiplier measures the
changes that are expected to occur within one year.®

To determine the economic effect of a moratorium
on deepwater oil and natural gas drilling, the BEA
multipliers for “Oil and Natural Gas Extraction”

are used (see Appendix Tables A2 and A3). The
multipliers are available at the county level, but since
I am interested in a broader range of effects, state
and national multipliers are used in this paper. In the
following sections, these multipliers are applied to
production loss estimates to determine the state-by-
state, and overall effects of the deepwater drilling
moratorium on the Gulf economy.

V. PRESENT OFFSHORE
OIL AND GAS RESERVE
ESTIMATES

As stated above, to determine the economic effect of
the moratorium on offshore oil and gas production

on Gulf States, it is necessary to the estimate the lost
production of oil and natural gas for each state as a
result of the moratorium. The Louisiana Mid-Continent
Oil and Gas Association (crediting Wood Mackenzie)
stated in a recent report that 80,000 barrels of oil
equivalent (both oil and natural gas) a day will not go

*See U.S. D of C ic Analysis, Brief D

Applications of RIMS 1T

Bureau of

regional/rims/bridesc.cfin).

at hitp://www.bea.gov/bea/

% See Everett Ehrlich, Steven Landefeld & Betty Barker, Regional Multipliers: A User Handbook for the Regional Input-Output Modeling Sysiem
(RIMS 1), U.S. Department of Commerce, Third Edition, at 3 (Mar. 1997). (“If the user can estimate the change is m final demand in the mmally

affected industry, the user can estimate the impact on output, earnings, or employment on the basis of fi

Handbook].

Rims [T

1-d ") [h

My calcuiations are based on the provisions of the original moratorium, and do not include additional provisions provided by the July 12th

‘moratorium. As such, my estimates are conservative.

# Katherine Schmidt, Oil Industry Predicts Damage o Economy (80,000 bpd says Wood Mackenzie), Investor Village, Jun. 4, 2010 (available at htp://

WWW_investorvil pTmb=1453 5&mid: B! pt=msg) (h

Oit Industry Predicts Damage).

“RIMS II Handbook, supra, at 3, (“In this {final demand output multiplier] table, each column entry indicates the change in output ia each row industry
that results from a $1 change in final demand in the column industry. The impact on each row mduslry is calculated by multiplying the final-demand

Rims Il Handb

change in the column industry by the for each row.™) [h

 See 1d (“In this [final demand eamings multiplier] table, each column entry indicates the change in eamnings in each row industry that results from
a §1 change in final demand in the column industry. The impact on each row industry is calculated by multiplying the final-demand change in the

column industry by the multiplier for each row.”}.

4 See Id. at 4 (“In the final-demand employment multiplier table, each column entry indicates the change in employment in each row industry that
results from 4 $1 million change in final demand in the column industry. The impact on each row industry is calculated by multiplying the final-

demand change in the column mdustry by the multiplier for each row.”).

“RIMS I Handbook, supra, at 8 (“RIMS 11, like all I-O models, is a “static equilibrium” model, o impacts calculated with RIMS II have no specific
time dimension, However, because the model is based on annual dafa, it is customary to assume that the impacts occur in [ year. For many situations,

this assumption is reasonable.”),

#Id., (“RIMS L1, like all 1-O models, is a ‘static equilibrium’ model, so impacts caleulated with RIMS I have no specific time dimension. However,
‘because the model is based on annual data, it is customary to assume that the impacts occur in 1 year™).



to market as a resuit of the moratorium. This equals
2.4 million bareis a month, and 14.6 million barrels
during the six — month moratorium %

1 take a two-step approach to estimate state-by-state
production in the Guif of Mexico (GOM). First,

GOM production figures are apportioned to the GOM
coastline states by assuming that a state’s share of oil
and gas reserves (and hence the benefits of utilizing
those reserves) is proportional fo its share of the GOM
production. Then, the dollar value of state production is
estimated by applying the current prices of oil and gas
to each state’s share.

It is reasonable to assume that a state’s production is
tied to its available reserves, and by association the
state’s proximity to oil. The analysis of economic
impact, therefore, hypothesizes that the economic
benefits associated with offshore oil and natural

gas production accrue onshore firstly in the local
communities that provide the most convenient labor,
materials, and support services for offshore production.
Thus, to apportion total production to the GOM states,
T use each state’s share of the total oil and natural gas
reserves in the GOM. In a previous paper, I calculated
each state’s share of total oil and natural gas reserves,
and I use those estimates to apportion production in
the current analysis.% Table 2 presents the result of this
caleulation. Louisiana stands to lose the most in terms
of production, followed by Texas, Alabama,

and Mississippi.

To quantify the monetary loss, T use the U.S. Energy
Information Administration’s (ELA) latest price
forecasts from the Short Term Energy Outlook July 7,
2010. The report indicates that for the second haif of
2010, the average price of oil will be $79 per barrel.
The value of each staie’s production is calculated as its
share of available GOM offshore oil production times
$79.00 per barrel.*” At this price, the production fosses
apportioned to coastal states have the dollar values
reported in Table 2 below.
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TABLE 2
Estimated Six-Month Production Loss Of Oil
Equivalent Barrels In the GOM

State Mbbl $ Millions
Texas 3,801 $300
Alabama 1,162 $92
Mississippi 965 $76
Louisiana 8,704 $688
Total 14,632 51,156

Sources: The Louisiana Mid-Continent Oil and Gas Association {citing
Wood Mackenzie); US. Energy Information Administration, Short Term
Energy Outlook, July 2010; Joseph R Mason, The Exonomic Contsibution
of Increased Offshore Oil Exploration and Prodaction to Regional and
Mational Economics, American Enecgy Alliance (Feb. 2009).

DECREASED INVESTMENTS
IN OFFSHORE OIL AND

GAS PRODUCTION WILL
CAUSE SUBSTANTIAL
LOSSES IN WAGES AND,
EMPLOYMENT, AND

WILL HAVE PROFOUND
EFFECTS ON COMMUNITIES
THROUGHOUT THE GULF

In the following sections, the BEA multipliers for “Oil

and Natura} Gas Extraction” are applied to the previously
discussed estimates of production loss (see Appendix

Tables A2 and A3). Section A explains the effect of the
moratorium on both the Guif states and total U.S. economic
output. Section B quantifies the effect of the moratorium on
employment (a particularly salient topic given the current
unemployment woes of many Americans). Section C explains
the negative impact of the moratorium on wages. Section D
explains the negative impact of a moratorium on local, state,
and federal tax revenues. These analyses paint a bleak picture
of the economic impact of the moratorium. Further, as is
shown in Section E, the analyses do not even consider a

Vi

% (4] Industry Predicts Damage,

% In s previous paper, I apportioned OCS Planning Area reserves—and the local

ic benefits d with exploiti

those reserves—by each

state’s share of the ocean coastline bordening an OCS Planning Area. Based on that allocation, the percentage of loss in this study allocated each
state would be: LA: 59%; MS: 6%; AL: 7%; TX: 25%: FL: .01%. See Joseph R. Mason, The Economic Contribution of Increased Offshore Oil
Exploration and Production to Regional and Nstional Economies, American Energy Alliance, Feb, 2009.

.S Energy Information Administration (E1A), Short Term Energy Outlook, July 2010.



63

11 | Cost of Moratorium Report

number of loss factors, such as rigs not coming back to
the GOM after leaving or the loss of economic benefits
as a result of investment i exploration.

In no way are these figures meant to be definitive.
Instead, the estimates presented represent a reasonable
approach to assessing the economic impact of a
deepwater drilling moratorium.

The Six-Month Moratorium on
Offshore Drilling Activity Will
Cost More than $2.7 Billion

in Economic Activity Nationwide,
and $2.1 Billion in

Gulf Communities

A.

The broadest measure of the incremental effect of the
moratorium is the effect on total economic output. As
discussed earlier, GDP and GSP represent the two main
measures of output. The BEA's final demand output
muitipliers can be used to perform a RIMS II analyses.
The multipliers are applied to the production estimates
in Table 2 to determine the expected total decrease in
output as a result of the moratorium. The production
ioss estimate is used to measure the change in demand.
In total, the loss in output can be expected to over $2.1
billion in the Gulf states, $2.7 billion nationwide.

Using the production estimates from Table 2 and the
BEA multiptiers in Table A2, the estimated decrease in
economic output based on the estimated oil and natural
gas production is-presented in Table 3. It is important
to note, that the mulitipliers in this table only provide
the decrease in output that is generated at the same
location as the decrease in production. As an integrated
economy, however, output in one state is tied to output
in other states. For example, the oil and natural gas
produced in Louisiana may be used as an input to
production in [llinois or Pennsylvania. These effects
may be considered “spill-over” effects because they
spread from one location to another location. Using

the individual multiplier for Louisiana would thus
under-report the total loss associated with a moratorium
in Louisiana. Comparing the total U.S. result to the
additive total of the output decreases in the individual
Gulf states, suggests that there are over $659 million
dollars in lost spillover effects from the moratorium.

TABLE 3
Decrease in Output From the Six—-Month
Moratorium on Deepwater Drilling

GSP/GDP
State (5 M)
Texas ~$622
Alabama -§138
Mississippi -$117
Louisiana -$1,233
Total GOM -$2,110
United States -$2,769
Spillover Effects -$659

Source: Regional Input-Output Modeling Systern (RIMS TI), Regional
Product Division, Bureau of Economic Analysis, US. Commerce
Department; Production estimates from Table 2; Navigant Economics,
LLC Caloulations.

B. The Six-Month Moratorium on
Offshore Drilling Could Cost
Thousands of Jobs

The moratorium on deepwater oil drilling would also
result in the loss of thousands of jobs, not only on the
vatious oil rigs, but also in associated industries. The
Louisiana Department of Economic Development
estimates a loss of 10,000 jobs within a few months
after the moratorium.® Moreover, they predict that the
state “risks losing more than 20,000 existing and potential
new jobs during a 12 to 18 month period.” ® The analysis
below offers an alternative estimate for employment
losses based on the RIMS I model. My results are
slightly more conservative, because I only estimate the
period of loss to be six months. As before, effects are
calculated using estimated state-level production losses.

1. BEA Multiplier Analysis

As presented above, this analysis estimates the total
economic effects associated with stopping deepwater
drilling. Using the BEA’s final-demand employment
multipliers (denominated in job-years per $1 million
change in final demand) in Table A2 and the estimated
production loss in Table 1 yields the expected losses
in employment in Table 4. The decrease in employment
is estimated to be 8,169 full-time jobs in the GOM.
Louisiana alone stands to lose 4,719 full time jobs.
Nationwide, there will be an estimated loss of

12,046 jobs.

 Just the Facts, supra.
“Id



TABLE 4
Decrease in Employment from the Six-Month
Moratorium on Deepwater Drilling
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2.  Evaluation of the Types of

Employment Loss

The BEA d;xta can also be used to analyze the types
of employment that would be Jost by a moratorium

State Jobs Lost on deep dnilting. The production stoppage
Texas -2,492 throughout the nation will result in job loss in the
Alabama -527 ancillary industries that support the oil industry, and
Mississippi 432 cause instability for thousands of Americans already
Louisiana 4719 coping with a turbulent economic climate. Further,

> oil producers will reduce their investment in local
Total GOM -8,169 economies as rigs are moved or shut down.
United States -12,046
Spillover Effects -3,877 Oil companies have a great incentive to invest in local

Source: Regional Input-Output Modeling System (RIMS II), Regional
Product Division, Bureau of Econcmic Analysis, US. Commerce
Department; Production estimates from Table 2; Navigant
Economics Calculations,

These projections are lower than those presented by
other studies because I estimate the period of new
production loss to be only six months. However, if we
were 1o extend the loss in new production in our model
to the 18 months assumed by other sources, we would
see a loss of 36,137 jobs nationally, 24,532 jobs

lost in the GOM, and 14,156 jobs lost in Louisiana.
These estimations are more in line with the
projections presented in Section II! by the Louisiana
Department of Economic Development and Wood
Mackenzie Consulting.

The state-level BEA multipliers do not account for
decreases in employment outside of the state. As a
result, jobs lost in one state because of the deepwater
drilling being halted in another state are omitted from
the totals. Again, comparing the nationwide jobs lost
to the additive total of the state job losses, yields a
spillover effect of 3,877 jobs lost for the year spanning
the moratorium period.

[ to improve the quality of life for their
employees and attract talent to their offices and rigs.
Shell, for example, started a Center for Petroleum
Workforce Development at their training center in
2006. The joint venture between the state of Louisiana,
Louisiana State University and Shell, made the

center “available to the entire industry” in hopes of
encouraging oil and gas employees from around the
world to develop their skills.”™ As production decreases
and rigs and offices are shut down or moved, the
incentive for investments such as those spurred on by
Shell will evaporate.

For this analysis, the losses are broken down using
specific BEA multipliers for each industry (see Table
A3), that determine which industries will stand to lose
the most from the moratorium on deepwater driliing.
Table 5 reports the expected total losses

in employment.

TABLE 5
Decrease in Employment from the Six-Month Moratorium on Deepwater Drilling, by Sector

Total United  Spillover
Job Sector Texas  Alab: Mississippi L GOM States flects
Agriculture, forestry, fishing, and hunting 24 3 3 29 60 185 125
Mining 597 168 139 1,230 2,133 2390  -257
Utilities -10 -2 -2 -24 -39 -49 -10
Construction -15 -3 -2 -28 -49 -77 -28
Manufacturing -96 -24 -19 -141 -279 ~707 -428
Wholesale trade -67 -15 -10 -130 -223 -353 -130
Retail trade -254 -54 -48 -510 -865 -1,194 =329
Transportation and warehousing -77 -13 <11 -134 -236 -427 -192
Information -35 -6 -4 -58 -103 -208 -108

I 2006, Louisiana announced the creation of the Center for Petroleun Workforce Development at Shell Oil Company’s Robert, La., training center ~ the result of a
joint venture agreement among the State of Louisiana, Louisiana State University and Sheli by Developing the center and making it available to the entire industry, the

replacement rate of rained employees will increase. The center’s iraining concept is to have oil companies hire and send employees from alt over the world to the Sheil/
15U facility to obtain the highest training level possible. This process will ensure a supply of highly frzined and skilled personnel. It will also help develop a long-lasting,
satisfying career path for workers in the industry.” See Oif & Gas Industry of Louisiana: Exploration and Production, Lovisiana Economic Development (LED), at 3.
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TABLE 5 {cont.)
Total United  Spillover

Job Sector Texas Alabama Mississippi Louisiana| GOM States flects
Finance and insurance -130 -19 -14 -150 -313 -639 -326
Real estate and rental and leasing -178 -26 -16 -317 -537 -819 ~281
Professional, scientific, and technical services -148 -24 -16 -233 -421 -759 -338
Management of companies and enterprises -23 -5 -7 -86 -121 -194 -13
Administrative and waste management services -135 -22 -13 -207 -377 ~706 -329
Educational services -74 -19 -17 -150 -260 -321 -60
Health care and social assistance =277 -56 -50 -591 -974 -1,270 -296
Arts, entertainment, and recreation -34 -4 -4 -68 -110 243 -133
Accommodation and food services -169 -36 -33 -352 -590 -825 -234
Other services -124 -24 -20 -252 -420 -610 -190
Houscholds -24 -3 -3 -29 -59 -1 -12
Total -2,492 -527 -432 -4,712 -8,169 -12,046 3,876

Source: Regional Input-Ontput Modeling System (RIMS II), Regional Product Division, Bureau of Economic Analysis, US. Commerce Department; Production estirates
from Table 2 Navigant Econornics Calculations.

These tables give a sense of the distribution of the
jobs lost from the moratorium. A large portion of fost
positions (approximately 38 percent) would be lost

1n high-skill fields, such as health care, rea) estate,
professional services, manufacturing, administration,
finance, education, the arts, information, and
management. A sizable portion of job loss will
obviously occur in mining (which includes oil and gas
drilling) with these jobs accounting for over 26 percent
of the total jobs lost in the Gulf area, and about 20
percent nationally.”

The Six-Month Moratorium on
Offshore Drilling Will Cause
Massive Wage Loss for Workers
Already Hit by Recession

(o8

The moratorium will also cause a huge loss in wages
for an already distressed workforce. Some analysts
predict that this could mount to $65 to $135 million in
wage losses per month.” The BEA multipliers allow
an analysis of the effect of a moratorium on deepwater
drilling on wages in affected states.

To estimate lost wages, the BEA’s final demand
earnings {wage) multipliers are applied to the

production estimates. Table 6 presents the results.
As the data indicates, the moratorium will result in
well over $487 million in fost wages in Guif states,
over $707 million nationwide. The previously
discussed, caveats regarding spill-over effects
remain true for this wage analysis, with spill-over
effects of $219 million in wages.

TABLE 6
Decrease in Earnings from the Six-Month
Moratorium on Deepwater Drilling

State $ Millions
Texas -$153
Alabama -$29
Mississippi 325
Louisiana -$280
Total GOM -$487
United States ~$707
Spillover Effects ~$219

Soutce: Regional Input-Output Modeling Systewa (RIMS H), Regional
Product Division, Bureau of Econamic Asalysis, US. Commerce
Depastment; Peoduction estimates from Table 2; Navigant Economics
Calculations.

* For a fult listing of the jobs included in “Mining”, see U.S. Census Bureau’s 2007 NAICS Codes and Titles, (available at http.//www.census.gov/

naics/2007/NAICODO7. HTM),

2 Gary Perilloux, Groups struggle to assess oil’s impact, WBRZ 2: The Advocate, Jun, 29, 2010, [hereinafter Groups Struggle to Assess Oil's Impact].



D. The Moratorium will Cause
the Loss of Millions of Dollars
in Taxes and Other Public
Revenues to Local, State,
and Federal Governments

Decreased output, fewer jobs, and lost wages translate
into lower tax collections and decreases in public
revenues. The present analysis applies a broad measure
of the total tax revenues (from all sources) that

federal, state, and local governments wiil lose from the
moratorium on deepwater drilling. The analysis, again
using production loss, estimates that $97 million will
be lost in state and local taxes™ This will translate
into reduced investment in the local economy, schools,
hospitals, and other necessary public services. Again,
even absent current economic conditions, cash-strapped
communities benefit significantly from the income

that oil and nawral gas production brings to the table.
Taking away this income source could potentially deny
communities access to resources necessary to provide
important community projects.

In order to estimate the decrease in state and local tax
revenue attributable to a moratorium on deepwater oil
drilling, the analysis follows the approach outlined

by the Federal Reserve Bank of Boston to determine
annual state and local tax burdens as a share of GSP
(see Table A4).” For each state and the District

of Columbia, the state and local tax burden can be
calculated by dividing annual state and local tax
revenue by annual GSP. Data for state and local tax
revenues are released by the U.S. Census Bureau
annually with a two year lag. As such, the state and
local tax burden calculations are based on the most
recent available fiscal year, 2008.7 Those data produce
the average state and local tax burden in 2008 in each
state. The effective tax burdens are applied to the
production estimates. Table 7 presents the estimated
losses in tax revenues. As before, the losses in tax
revenues presented have the same caveats regarding
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“spill-over” revenues.” The estimates thus represent a
lower bound on potential state and local tax revenues
lost from a moratorium on deepwater oil drilling.

TABLE 7
Decrease in State and Local Tax Revenues
from the Six-Month Moratorium
on Deepwater Drilling

Decrease in State and

State Local Tax Revenues
Texas -$22,843,972
Alabama -$7,247,044
Mississippi -§8,418,401
Louisiana -$59,356,236
Total GOM -$97,865,652

Sources: US. Ceasus Bureau; Burem of Bronomic Analysis; Regional
Inpur-Output Modeling Systeen (RIMS ID), Regionsl Paoduct Division,
Bareau of E Analysis, US. C: Dep P
estimates from Table 2; Mavigant Economics lelnuum

The decrease in economic activity resuiting from

a moratorium on deepwater oil drilling will also
produce significant losses in federal tax revenues.
According to the IRS, the average effective tax rate
in the United States in FY2008 was 18.98 percent of
GSP.” Applying this rate to the total oil and natural
gas production loss ($1.16 billion) suggests that U.S.
federal tax receipts would decrease by $219 million.™

In total, therefore, the moratorium can result in a

loss of nearly $317 million. Dividing the loss equally
among all U.S. taxpayers™ yields an immediate cost of
about $2.35 per taxpayer. These amounts represent net
tax effects, and though they may seem modest when
viewed on a national basis, they add an unnecessary
burden to an already strained tax base, especially when
focused on state and community tax revenues that are
necessary to pay for local services.

*Nole that this analysxs is conservahve because it does not consider the state and local taxes produced from “spill-over” effects. These tax revenues

cannot
estimate si

becnuse il ill output cannot be attributed to particular states. Because spill-over output is significant, however, my
d state and local taxes that would be

produced annually.

"Matthew Nagowski, Measures of Sme and Local Tax Bm‘den Ncw England Public Pohcy Center, Federal Reserve Bank of Boston (Jul. 13, 2006), O

Jiwvew bos. frb.

71306.pdf).

at: hitp:

P
* Data pertain fo period July 1, 2005 — June 30 2006 U.S. Census Burean, Federal State and Local Govemmems, State and Local Government

Finances, 2005-2006 Estimate,

Rp:/AWWw.census.

"¢ [t is impossible to quantify these benefits because state and local taxes dxﬁ'er fmm state to state and because the BEA does not provide a means to
allocate the spill-over revenues to particular states. To be conservative, the analysis estimates only the revenues that carn be accurately assigned and

measured.

" Department of the Treasury, Inte